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A  few  more  points  of  profit. 

They’re  in  there  somewhere.  You  know  they  are. 

But  where? 


V 


Introducing  IBM  Business 


IBM  and  IBM  Business  Consulting  Services  are  trademarks  or  service  marks  of  International  Business  Machines  Corporation  in  the  United  Stales,  other  countries 


Industry  insight.  Strategy.  Process.  Deployment. 
Start-to-finish  accountability. 

Delivered  on-site,  outsourced  or  on-demand. 


ibm.com/bcs 


How  can 

the  company  that  brings  you 

THE  BEST  VOICE  &  DATA 
TECHNOLOGY  &  SERVICES 

bring  you  to 

BUSINESS  NIRVANA? 


©  2003.  Avaya  lr»c.  All  Rights  Reserved.  Avaya.  the  Avaya  Logo,  and  all  trademarks  identified  by  ®  or are  trademarks  of  Avaya  Inc.  and  may  be  registered  in  certain  jurisdictions. 


HAS  YOUR  COMPANY  realized  its 
full  communications  potential? 
Have  voice  and  data  married 
harmoniously  on  your  network? 

Are  your  employees  happier,  more 
productive  and  more  accessible? 
Can  you  sit  like  me?  Kidding.  It’s 
not  required.  Read  on.  Perhaps 
there  is  opportunity  for  your 
business  to  reach  the  next  level. 

world  leader  in 
enterprise  telephony 

In  Avaya,  you’ll  find  deep  experi¬ 
ence  and  leadership  in  voice  com¬ 
munications  brought  to  the  world 
of  IP.  Here,  you’ll  be  provided  with 
one  of  the  most  reliable,  secure 
ways  to  bring  voice  over  your  data 
network.  With  one  of  the  strongest 
sets  of  voice  apps  anywhere.  Things 
like  IP  telephony,  extension  to 
cellular,  and  6-party  conferencing. 
This  stuff  is  so  cool  you  won’t 
want  to  hide  it  in  the  closet.  And 
you  can  begin  to  feel  the  savings 
of  IP  convergence  for  about  the 
cost  of  a  standard  PBX  upgrade. 
There  are  also  fewer  obstacles  on 
that  path  to  IP  telephony.  Avaya 
Enterprise  Class  IP  Solutions 
(ECU PS)  are  open  standards- 


based,  to  integrate  into  your 
current  network.  Your  path  and 
your  pace  are  always  respected. 

master  of  worldwide 
contact  centers 

In  the  state  of  Avaya,  the  multi- 
media  contact  center  is  vital  to 
the  well-being  of  the  organization. 
It  allows  you  to  interact  with  cus¬ 
tomers  regardless  of  channel,  and 
get  insightful  reporting  and  analy¬ 
sis.  That  helps  you  serve  people 
the  way  they  want  to  be  served. 
Reports  of  happier,  more  loyal 
customers  have  been  confirmed. 
All  thanks  to  the  world’s  foremost 
provider  of  contact  centers. 

#1  in  voice  messaging 

Over  100  million  voice  mailboxes 
in  use.  Now  we  take  you  to  a 
new  level  of  mobile  productivity— 
Unified  Communication. 
Imagine-speech  and  wireless 
access  not  just  to  messages  but 
to  email,  global  directories,  con¬ 
ference  calls  and  calendars.  You 
can  service  clients  from  anywhere, 
via  any  device.  A  fluid  conver¬ 
gence  of  technologies  that  frees 
the  spirit  and  cuts  the  cord  to  the 
desk.  Good  karma  abounds. 


reach 

AVAVA 

a  higher  plane 
of  communication 


most  comprehensive 
global  services 

In  the  state  of  Avaya,  you  can 
choose  from  any  or  all  of  our 
services.  From  network  assess¬ 
ment  and  design  to  integration 
and  implementation,  all  supported 
by  the  world’s  best  management 
and  maintenance  services. 

Avaya  Global  Services  provides 
multi-vendor,  multi-technology 
expertise,  with  the  deepest 
experience  in  voice  and  more 
than  18  years  of  data  experience. 
Glitch  in  the  network?  It  gets 
fixed.  Often,  without  anyone 
on  your  end  even  knowing 
about  it.  In  the  state  of  Avaya, 
diagnostics  begin  within  90 
seconds,  and  96%  of  all  alarms 
are  resolved  remotely. 

repeat  after  me... 

Avaya.  Avaya.  More  than  a 
communications  company.  The 
next  level  for  businesses  to 
operate  on.  If  none  of  this  page 
was  news  to  you,  you’re  there. 

If  not,  reach  for  the  phone.  And 
reach  Avaya.  It’s  a  higher  plane  of 
communication.  Avaya.com/state 
or  call  866-GO  AVAYA  today. 


HUNDREDS  OF  H( 

THE  BAD  NEW: 

MILLIONS  OF  CO 


Sure,  if  you’re  in  a  hot  spot,  then  Wi-Fi  can 


give  you  wireless  access.  But  what  about  the 
millions  of  places  where  it  can’t?  Fortunately, 
the  one  spot  where  you  can  find  all  the 
answers  is  on  our  website.  We’ll  show  you 


CDMA2000:  HOT  FROM  SEA  TO  SHINING  SEA. 

how  CDMA2000  gives  you  always-on  remote 
access  in  a  protected  environment  at  speeds 
faster  than  dial-up.  Best  of  all,  CDMA2000 
delivers  anywhere  that  your  wireless  carrier 
has  coverage,  across  the  entire  country.  Plus, 
you  won’t  have  to  fill  up  on  double  lattes 
while  accessing  your  network.  To  learn  more, 
visit  us  at  www.qualcomm.com/enterprise. 


Qualcomm 


VOL.  16  •  NO.  7  •  JANUARY  15,  2003 


Cover  Story 

ERP  CONSOLIDATION  I  54 

A  Day  in  the  Life  of 
a  Big  ERP  Rollup 

Celanese  needs  to  merge  seven  SAP  systems  into 
one — a  project  expected  to  take  1,000  days.  Here’s 
the  story  of  one  of  them.  By  Scott  Berinato 
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Ceianese  CIO  Karl  Wachs  presides  over  a  massive  ERP  integration. 
The  rewards  could  be  huge— but  so  are  the  risks.  “If  this  project 
goes  bust,  I  will  have  serious  issues,”  Wachs  says. 
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When  inventory  is  eliminated,  it  doesn’t  necessarily  disappear — it 
may  simply  show  up  in  someone  else’s  warehouse.  Eventually,  that 
costs  someone  time  and  money.  But  new  strategies  and  products 
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so  quickly  and  cheaply.  By  Ben  Wortben 
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boards  of  directors— but 
given  the  recent  corporate 
scandals,  beware  of  the  chal¬ 
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degree  of  responsibility  that 
each  one  of  us  feels,”  says 
Cecilia  Claudio,  the  CIO  of 
Farmers  Insurance  Group 
who  sits  on  Sybase’s  board. 
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Does  your  software  let  you  manage  and  protect  your  wireless  enterprise  no  matter 
where  it  goes?  Ours  does. 

Managing  your  enterprise  was  hard  enough  when  you  knew  where  it  was.  Now,  thanks  to  the  boom  in  wireless  devices,  mission-critical 
data  and  systems  can  walk  in  and  out  the  door  at  will.  That's  why  it's  vital  to  have  software  that  can  keep  track  of  your  wireless  enterprise 
no  matter  where  it  goes.  Our  infrastructure  management  software  is  considered  the  gold  standard,  making  it  one  of  the  best  choices  for 
securing  and  managing  your  global  environment.  And  it  works  across  multiple  platforms,  so  it's  compatible  with  what  you  have  today 
and  what  you  add  tomorrow.  Sure,  your  devices  may  still  get  lost.  But  your  information  won't.  ca.com/wireless/enterprise 


Wireless  Solutions 


Computer  Associates™ 


©  2002  Computer  Associates  International,  Inc.  (CA).  All  rights  reserved. 
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Whether  you’re  reserved  or  outgoing, 
here’s  how  to  emphasize  the  positives  of 
your  natural  style.  By  Patricia  Wallington 


To  provide  remote  access  for  employees  or 
site-to-site  connectivity,  companies  are 
increasingly  experimenting  with  new  VPN 
flavors,  including  SSL — or  clientless — VPNs, 
as  well  as  Internet  gateway  appliances, 
especially  for  remote-worker  access. 

By  Susannah  Patton 
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they  spend.  By  Mohanbir  Sawhney 
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How  the  CIO  of  Terra  Lycos  helped 
his  company  change  direction,  fast. 

By  Timothy  Wright 
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ease  and  flexibility.  By  Susannah  Patton 
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“Some  say  you  need  to  be  an  extrovert  to  be  an 
effective  leader.  Introverts  are  often  characterized 
as  more  comfortable  with  ideas  than  with  people. 
In  my  experience,  either  can  be  successful.” 

-Patricia  Wallington,  Total  Leadership  columnist,  on  personality  types  Page  42 
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WHY  NOT  STOP 
POURING  MONEY  DOWN 
THE  DESKTOP  DRAIN? 


The  last  thing  in  the  world  you  want  to  spend  money  on  right  now  is  new  desktop 


productivity”  software.  On  your  list  of  things  to  upgrade,  it  ranks  right  above  the 


ficus  in  the  corner  that’s  losing  all  of  its  leaves. 

There  is  an  alternative,  however,  to  Licensing  6.0.  It’s  Sun’s  StarOffice™  6.0 
software.  For  those  people  in  your  company  who  create  typical  word  processing, 
spreadsheet  and  presentation  documents,  it’s  just  the  software  they  need. 

Users  will  find  the  suite  familiar,  intuitive  and  easy  to  master  within  days.  IT  staff 
will  find  that  the  backward  and  forward  file  compatibility  between  StarOffice  and 
Microsoft  Office  suites  means  you  can  deploy  both  products  within  the  enterprise, 
according  to  how  extensively  people  use  their  desktop  software. 

License  the  full-featured  Microsoft  suite  for  power  users  who  create  complex 
spreadsheets  or  presentations  with  elaborate,  animated  builds.  And  then  save 
money  by  deploying  StarOffice  software  throughout  the  rest  of  your  organization, 
possibly  on  a  single  server,  for  as  little  as  $25  per  user. 

In  today’s  economy,  any  company  who  demands  that  you  pay  money  for  technology 
that’s  not  urgently  needed  is  a  company  who’s  not  looking  out  for  your  interests. 

That’s  why,  in  a  recent  survey  of  1,500  technology  managers,  38%  said  they  are 
looking  for  an  alternative*  The  alternative  exists.  Sun’s  StarOffice. 


See  StarOffice  for  yourself  at  SUM.COM/WHVNOT 


microsystems 


SYSTEMS 


SOFTWARE 


SERVICES 


STORAGE 


#ITIC/Sunbelt  Software  Microsoft  Licensing  Survey,  March  2002.  ©2002  Sun  Microsystems,  Inc.  All  rights  reserved.  Sun,  Sun  Microsystems,  the  Sun  logo  and 
StarOffice  are  trademarks  or  registered  trademarks  of  Sun  Microsystems,  Inc.  in  the  United  States  and  other  countries. 
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ROIA/alue  Management 


Build  more  business  value  into  your  IT  investments 

With  mounting  profit  pressures  and  demands  for  cost  control,  every  investment  must  produce  rapid  and  predictable 
business  value.  As  the  world’s  third  largest  IT  company,  Fujitsu  can  show  you  how  to  improve  your  return  on  IT.  Our 
experienced  consultants  will  align  your  technology  with  your  business  strategy  for  improved  performance.  And  our 
enterprise  value  management,  application  outsourcing  and  IT  effectiveness  experience  can  help  maximize  the  value 
from  IT  while  reducing  total  IT  costs  up  to  30%  in  three  years.  Along  with  the  right  blueprint,  a  solid  infrastructure 
forms  the  foundation  for  business  effectiveness.  By  eliminating  “server  sprawl’’  our  exceptionally  reliable  and  scalable 
UNIX  servers  will  lower  TCO  and  improve  productivity.  For  free  white  papers  showing  how  to  maximize  your  Return 
On  IT,  visit  us.fujitsu.com/ROIT.  Working  together,  we  can  accomplish  anything. 
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Resource  Optimization  Solu 
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" Akamai  is  helping  FedEx  extend  its  Web  infrastructure 


Wit 

at  FedEx  takes  off 


to  reach  an  expanding  global  customer  base, 
and  to  provide  fast,  secure  and  reliable  online 
transactions.  Customers  around  the  world  know 
they  can  count  on  FedEx  for  superior  service." 

.  _ _ V 

—  Paul  Rivera  p  Jjr'  \ 

Director  of  IT 
Commerce  Deve/o®^ 

FedEx  Services 


Akamai  Gives  FedEx  the  Competitive  Edge. 

When  FedEx  saw  the  opportunity  to  expand  into  the  Asian  market,  they  knew  widespread  use  of  their 
Web  site  was  a  key  to  success.  But  they  also  needed  to  avoid  the  time  and  cost  required  for  international 
infrastructure  deployment.  FedEx  turned  to  Akamai — with  the  world  s  largest  globally-distributed 
computing  platform— to  extend  and  control  its  infrastructure  without  over  provisioning. 

Today,  FedEx  customers  in  over  210  countries  arrange  for  pickups,  prepare  shipping  labels  and  track 
packages  all  by  using  extranet  applications  powered  by  Akamai.  With  better  access  to  information  and 
improved  transaction  completion  rates,  FedEx  is  building  revenue  and  limiting  costs,  while  providing 

the  on  time  delivery  customers  demand. 


Learn  how  your  e-business  can  benefit  from  Akamai 
—get  our  Executive  Guide  to  E-Business  Infrastructure. 


www.akamai.t  >m/CIOmag 


1-888-340-4252 


Akamai 


The  Competitive  Edge  for  E-Business 


©  2002  Akamai  Technologies,  Inc.  All  Rights  Reserved.  Akamai  and  the  Akamai  logo  are  registered  trademarks. 
All  other  trademarks  contained  herein  are  the  property  of  their  respective  owners. 


GRUMA”  the  world's  largest  corn  flour  and  tortilla  producer 
with  operations  in  Mexico,  Central  America,  Venezuela, 
the  U.S.  and  Europe,  tapped  hp  for  a  new  global  solution. 
Without  disrupting  daily  operations,  hp  services  rebuilt 
GRUMA's  network  and  oversaw  a  massive  SAP/Windows  NT 
implementation.  And  what's  good  for  GRUMA  is  good 
for  dinner  tables  everywhere,  www.hp.com/plus_gruma 


everything  is  possible 


m mb 


1003  Hewlett-Packard  Company  ‘this  customej^exdmple  is  published  by  Hewlett-Packard  Company  and  i.s  not  the responsibility  of  Gruma  S.A.  d'e  C3V  Gruma5  is  a  registered  trademark  of 
Gruma  S  A^c.v.  in  Mevk’O.  omei  countries  or  both,  Windows  NT  is  a  U  S.  registered  trademark  of  Microsoft  r&rporation.  Other  names-  may  oBrademcrks  of  their  respective  owners 


FedEx,  the  very  model  of  corporate  efficiency, 
always  looks  for  new  ways  to  improve 
service,  hp  helped  FedEx  IT  managers  deploy 
HP  OpenView,™  which  lets  them  identify  and 
correct  potential  issues  quickly  and  simply. 

The  result  is  a  smoothly  running  operation  that 
produces  happy  customers  from  Memphis  to 
Monaco— not  to  mention  Mexico,  Morocco  and 
Martinique,  www.hp.com/plus_fedex 
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Pain 

Management 


WHAT  PAIN  DOES  YOUR  COMPANY  solve  for  customers?  What  role 
does  IT  play  in  solving  that  pain?  Can  you  or  your  senior  man¬ 
agement  articulate  how  you  solve  pain  in  15  seconds  or  less?  If 
you  cannot,  your  company  is  at  a  competitive  disadvantage  to 
those  companies  that  can. 

Pain  has  a  way  of  focusing  one’s  attention.  As  I  travel  around 
the  country  talking  with  CIOs,  I  encourage  them  to  answer 
those  questions  posed  above  and  then  frame  any  future  requests 
for  significant  tech  purchases  in  that  context. 

I  then  ask  CIOs  to  look  internally  at  their  tech  infrastructure. 
I  query  them  on  what  their  most  significant  day-to-day  pain  is. 
Many  often  respond  that  aging  hardware  and  software  infra¬ 
structures  built  in  haste  to  prepare  for  Y2K  are  their  most  sig¬ 
nificant  sources  of  pain. 

Computers  and  software  licenses  purchased  in  1998  or  1999 
will  be  entering  their  fifth  year  of  use  in  2003.  What  also  wor¬ 
ries  CIOs  is  that  nearly  50  percent  of  corporate  PCs  run  Win¬ 
dows  98  or  Windows  NT  4.X.  Guess  what?  In  June  2003, 


those  operating  systems  enter  the  beyond  extended  support 
phase.  While  the  OSs  may  still  work,  in  the  beyond  extended 
support  phase,  security  updates  released  by  Microsoft  will  not 
be  sent.  Ouch! 

CIOs  were  good  corporate  soldiers  in  2001  and  2002;  they 
delayed  needed  hardware  and  software  upgrades.  Our  com¬ 
pany  is  an  example.  Many  of  our  sales  representatives  work  off 
notebook  computers  sold  in  early  1999.  A  Kinko’s  customer 
service  person  literally  laughed  at  our  Chicago  rep  who  brought 
her  computer  into  a  local  Kinko’s  store  to  download  a  corpo¬ 
rate  presentation. 

Old  tech  stuff,  though,  is  not  a  laughing  matter.  I  predict 
that  in  2003  there  will  be  more  than  one  very  high  profile  cor¬ 
porate  tech  crash  caused  by  aging  infrastructure. 

Here’s  an  interesting  exercise.  Calculate  the  average  age  of 
your  installed  PCs  based  on  the  year  you  purchased  them.  Do 
the  same  for  the  operating  systems  on  those  PCs,  but  calculate 
their  age  by  the  year  tech  vendors  released  them.  Divide  the 
average  age  of  your  hardware  by  the  average  age  of  your 
installed  software  base.  If  your  calculation  is  anything  less  than 
one,  now  is  the  time  to  start  rebuilding  your  infrastructure. 
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Oracle 

$60  Per  User 

MS  Outlook- User  Interface 
Email 
Calendar 
Voice  Mail 

Wireless  Access  Included 
Oracle  Database  Email  Server 
Unbreakable 
Enterprise  File  Sharing 
Linux,  Unix,  Windows 

Safe  and  secure  at  half  the  cost. 

Say  goodbye  to  viruses. 


Microsoft 

$126  Per  User 

MS  Outlook- User  Interface 
Email 
Calendar 
No  Voice  Mail 
Wireless  Access  Extra 
Microsoft  Exchange  Email  Server 
Virus  Epidemic 
Workgroup  File  Sharing 
Windows  Only 

Costs  more,  but  you  also  get 
Melissa,  Snow  White,  Michelangelo... 


ORACLE 


Oracle  Collaboration  Suite:  US$60/user  Oracle.COm/collaborate 

Microsoft  Exchange  2000  CAL,  5  Licenses:  US$87. 80/user 

Microsoft  Windows  2000  Server  CAL,  5  Licenses:  US$37. 80/user  Of  call  1.800.633.0546 


Copyright  ©2002,  Oracle.  All  rights  reserved.  Oracle  is  a  registered  trademark  of  Oracle  Corporation  and/or  its  affiliates.  Other  names  may  be  trademarks  of  their  respective  owners. 
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Reader  Feedback 


USED  SOFTWARE  MAKES  CENTS 


I  have  taken  a  very  keen  interest  in  many  of  your  recent  articles— the  one  of  greatest  interest 
is  “Good  Stuff  Cheap”  [Oct.  15, 2002,  www.cio.com/printlinks ]. 

My  background  is  more  as  a  purchaser,  having  spent  almost  10  years  negotiating  the 
buyers’  position  with  technology  vendors  on  behalf  of  one  of  Canada’s  largest  banks.  I  have 
now  joined  a  remarketing  value  added  reseller  in  the  Greater  Toronto  area. 

As  reflected  in  your  article,  the  remarketing  business  is  booming— and  we  expect  it  to 
continue  for  quite  some  time— but  the  challenge  (for  me,  anyway)  is  that  the  mind-set  of 
executives  in  larger  organizations  has  not  shifted  enough  to  really  understand  the  benefits. 
They  seem  to  be  stuck  in  the  “gotta  buy  new”  rut. 

The  most  common  remark  from  buyers  who  do  not  yet  partake  in  the  second-source 
option  is  that  they  fear  big  vendor  threats  (as  you  touched  on)  of  nonsupport  and 
licensing  breaches.  It  is  astonishing  to  me  that  so  many  very  large  companies  are  so 
easily  influenced  this  way.  Keep  up  the  great  work. 

Geoff  Smith  •  Micro  Alternative  Solutions  •  Markham,  Ontario  •  gsmith@microalternative.com 


DON’T  FORGET  THE 
INTRANET 

In  the  article,  “Web  Metrics  That  Mat¬ 
ter,”  [Nov.  15,  2002,  www.cio.com/ 
printlinks ],  Susannah  Patton  ably  pre¬ 
sented  the  opportunity  companies  have 
(and  should  take)  to  measure  and  improve 
websites  for  better  customer  traffic  and 
for  greater  user  efficiency.  However,  the 
article  completely  overlooks  the  oppor¬ 
tunity  to  leverage  the  Web  metric  tool 
investment  by  using  the  tool  internally 
to  a  company’s  intranet. 

For  example,  there  is  no  simple  way  to 
know  how  many  employees  read  a  “Pres¬ 
ident’s  Report”  when  a  company  pub¬ 
lishes  and  mails  it  home  to  all  employees. 
But  the  company  can  determine  how 
many  employees  clicked  through  a  hyper¬ 
link  to  read  the  report  on  the  company’s 
intranet. 

Kenneth  Ezrow 

Consultant 

IBM  Business  Consulting  Services 
(formerly  PricewaterhouseCoopers 
Consulting) 
New  York  City 


I.T.  AND  RESEARCHERS 
CAN  WORK  IT  OUT 

We  read  your  insightful  October  15  arti¬ 
cle  [“They  Want  a  New  Drug,”  www 
. cio.com/printlinks ]  on  IT-related  change 
management  at  pharmaceutical  compa¬ 
nies.  Our  company  has  had  similar 
experiences  in  working  with  the  phar¬ 
maceutical  industry. 

Many  life  sciences  companies  are 
moving  to  streamline  their  procurement 
practices;  this  move  is  presenting  some 
interesting  change  management  issues 
that  impact  both  the  IT  and  research 
communities. 

Historically  it  has  largely  been  re¬ 
searchers  who  selected  the  contract 
research  organization  (CRO)  for  a  given 
study  based  on  specific  experience  and 
relationships  they  held  with  the  CRO. 

Now,  however,  companies  are  reduc¬ 
ing  the  number  of  CRO  partners  they 
have  to  facilitate  the  development  of  clin¬ 
ical  data  warehouses.  The  warehouses 
are  enabling  companies  to  reap  the 
rewards  of  better,  faster  go/no-go  study- 
related  decisions.  IT  is  frequently  leading 


the  efforts  to  implement  these  clinical 
data  warehouses,  so  they  are  often  preach¬ 
ing  the  need  to  reduce  the  number  of 
CROs.  The  competing  demands  of  the 
researchers  (who  want  flexibility)  and 
IT  management  (who  desire  predictabil¬ 
ity  and  efficiency)  have  the  potential  for 
creating  conflict  between  the  IT  and 
research  communities. 

Successful  companies  have  overcome 
this  potential  conflict  by  focusing  on 
change  management  activities  that  foster 
collaboration  between  the  IT  and  research 
communities. 

Elby  Nash 

Executive  VP,  Management  Consulting 
Steven  Mollen 
VP,  Management  Consulting 
Taratec 
Bridgewater,  N.J. 
smollen@taratec.com 

THE  HOWS  OF 
RUNNING  THE  DHS 

I  have  witnessed  or  have  been  charged 
with  picking  up  the  debris  after  several 
back-office  integrations.  For  the  Depart- 
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IP  TELEPHONY 


cisco.com/go/vpnsecurity 


CONTENT  NETWORKING 


Threats  to  network  security  can  come  from  anywhere  at  anytime,  and  firewalls  alone 
will  not  stop  them.  Ensure  that  your  data  and  business  applications  stay  secure  by 
embedding  safeguards  throughout  your  entire  network.  With  a  defense-in-depth 
solution  from  Cisco,  you  can  provide  the  scalable,  manageable,  and  comprehensive 


OPTICAL  NETWORKING 


STORAGE  NETWORKING 


Cisco  Systems 


WIRELESS  AND  MOBILE  OFFICE  + 


i  Sure,  you  want  ^ 

end-to-end  network  security 

"w x  jjfg 

But  where  does  your  network  actually  end? 


©2002  Cisco  Systems,  Inc.  All  rights  reserved.  Cisco.  Cisco  Systems,  the  Cisco  Systems  logo,  Empowering  the  Internet 
Generation,  Cisco  Powered  Network  and  Cisco  IOS  are  registered  trademarks  or  trademarks  of  Cisco  Systems,  Inc. 


SOLUTIONS  FOR  YOUR  NETWORK  ▼ 


VPN/SECURITY 


protection  your  network  needs.  Cisco  integrates  advanced  security  and  VPN  functionality 
into  Cisco  IOS®  software  for  routers,  Catalyst-series  switches,  and  a  wide  range  of  market-leading  appliances.  So  security  isn't 


Empowering  the 
Internet  Generation 


just  added  on;  it's  part  of  the  network  infrastructure  itself.  Contact  Cisco,  your  channel  partner,  or  your  Cisco  Powered  Network 


Service  Provider  to  learn  how  Cisco  can  provide  a  comprehensive,  cost-effective  security  solution  for  your  business. 


VPN/Security  ROI 


Case  Studies 


Learn  About  Security  Newsletter  Sign-up  Join  Discussion 


Cisco  Powered  Network 


How  do  you  make  short-term  cuts  without  losing  the  long¬ 
term  view?  What  are  the  rules  of  smart  IT  spending?  How 
do  you  fund  innovations  during  hard  times?  Turn  to  the  CIO 
FOCUS™  on  I.T.  COST  CONTROL:  SMARTER  SPENDING 
STRATEGIES  FOR  TIGHT  TIMES-actionable  information  cre¬ 
ated,  filtered  and  packaged  by  the  award-winning  editors  of 
CIO  magazine. 

CIO  FOCUS™  is  delivered  right  to  your  desktop,  giving  you 
immediate  access  to  the  information  you  need.  And  for  your 
future  reference  needs,  the  electronic  file  is  followed  by  a 
packaged  version,  shipped  within  72  hours.  Available  now 
at  an  introductory  price. 
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ment  of  Homeland  Security  to  succeed 
[“Integrating  America,”  Dec.  1,  2002, 
www.cio.com/printlinks ],  I’d  emphasize 
the  following  to  its  leaders: 

1.  Emphatically  articulate  a  clear  vision 

WHAT  DO  YOU  THINK? 

Send  your  thoughts  and  feedback  to 
letters@cio.com.  Letters  may  be 
edited  for  length  or  clarity. 

these  new  managers  must  do  is  first 
understand  that  changing  how  work  is 
done  (such  as  application  of  modem  tech¬ 
nology  in  old,  manual  and  very  parochial 
systems)  is  about  changing  people.  Of 

and  common  mission. 

course,  that  is  what  a  successful  CIO  does. 

2.  Define  the  “new  culture”  and  iden- 

6.  Delegate  and  empower  program 

I  would  suggest  that  if  these  managers 

tify  ways  to  repatriate  the  diverse  silos. 

and  project  managers.  Ensure  that  scope 

call  on  a  cross  section  of  successful  CIOs, 

3.  Quickly  build  cross-department 

and  responsibilities  are  clearly  defined. 

especially  those  who  have  retired  or  are 

teams  (with  captains  who  understand 

James  D.  Johnson 

semi-retired,  there  is  a  virtual  sea  of  ideas 

cultural  change)  to  identify  low-hanging 

Principal 

about  how  to  change  a  culture  and  make 

fruit  or  opportunities  to  improve  the 

Imprimis  Consulting 

this  initiative  succeed. 

new  community  and  identify  the  posi- 

Nicasio,  Calif. 

Wayne  W.  Murawski 

tive  changes  with  the  new  organization. 

jay@imprimisconsulting.  com 

Senior  Vice  President  and  CIO 

4.  Embrace  chaos.  Identify  the  key 

Lesco 

skills  and  capabilities  that  you  wish 

I  want  to  comment  on  the  question: 

Cleveland 

to  retain  or  cultivate,  and  avoid  getting 

“Can  the  IT  efforts  of  the  Department  of 

w.murawski.2@att.net 

stuck  in  too  many  details. 

Homeland  Security  succeed?” 

5.  Open  the  kimono.  Communicate. 

There  probably  is  not  one  solution  to 

[Editor’s  response:  In  fact,  the  DHS’s 

Communicate.  Communicate.  How  you 

a  very  complex  situation  rooted  not  in 

Steve  Cooper  has  been  and  continues  to 

do  so  will  reveal  the  type  of  culture  you 

the  lack  of  technology  but  rather  in  indi- 

meet  frequently  with  IT  leaders  from  the 

wish  to  inculcate. 

vidual  and  organizational  behavior.  What 

private  and  public  sectors .] 
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“There  is  currently  no  common  language 
for  communicating  the  value  of  Information 
Technoloav  to  the  business.” 


Meet  your  interpreter. 

Gartner  can  help  you  justify  the  business  value  of 
your  IT  initiatives.  Introducing  the  Gartner  Total 
Value  of  Opportunity  (TVO)  tool.  A  new, 
Web-based  ROI  software  product  that  leverages 
the  Gartner  Business  Performance  Framework™, 
TVO  provides  an  approach  and  terminology  that 
enables  investment  decisions  and  evaluations 


to  occur  successfully  between  technology 
and  business  professionals.  Analysis  can  be 
performed  quickly,  cost  effectively  and  without 
bias  -  and  in  a  language  everyone  will  understand. 


To  access  a  FREE  online  TVO  demonstration,  visit 

https://tvo.gartner.com/demoCIO. 
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Dependable  technology  builds  confidence. 


When  you  set  out  to  conquer  e-business  challenges,  success  or  failure  often  hinges 
on  your  technology  partner.  Consider  the  partner  that  4  out  of  5  FORTUNE  500  ' 
companies  already  trust:  Sterling  Commerce.  With  a  25-year  track  record  of 
helping  businesses  successfully  improve  performance  and  operating  metrics, 
no  partner  is  more  dependable  or  more  knowledgeable. 

Integrating  existing  processes?  Developing  new  ones?  Building  entire  electronic 
trading  communities?  Look  to  us  for  dependable  software  and  services. 

It's  all  a  matter  of  confidence. 


Managing  desktop  security  can  be  challenging 
That’s  why  there’s  Windows  XP  and  Office  XP. 


Recognize  any  of  those  issues?  Or,  perhaps,  all  of  them? 
We  thought  so.  Many  of  these  issues  can  be  related  to  your 
legacy  desktop  software;  fortunately,  many  of  them  can  be 
addressed  by  features  in  Microsoft®  Windows®  XP  Professional 


and  Microsoft  Office  XP  Professional.  Want  specific  examples? 
The  Group  Policy  feature  in  Windows  XP  Professional  lets  you 
define  related  user  groups  and  then  easily  assign  security 
settings  to  the  group  as  a  whole.  Office  XP  Professional  offers 


Macro  Virus  Protection,  which  lets  you  easily  configure 
applications  to  help  prevent  users  from  running  the  macro 
attachments  that  most  viruses  use.  Want  more  reasons  to 
upgrade?  Visit  microsoft.com/desktop 
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Online  Big  Names  Say  “Don’t  Disturb” 


WORLDCOM,  MERCK,  AOL,  J.P.  Mor¬ 
gan  Chase — all  four  corporations  have  seen 
their  stock  prices  and  reputations  pum- 
meled  as  a  result  of  negative  media  cover¬ 
age  and  subsequent  SEC  investigations  into 
allegations  of  accounting  shenanigans  and 
overstated  earnings.  So  perhaps  it’s  no  coin¬ 
cidence  that  these  four  corporations  appear 
to  share  something  else:  a  lousy  record 
when  it  comes  to  being  responsive  to  their 
online  customers. 

That,  at  least,  is  the  finding  of  a  recent 
study  about  the  way  Fortune  100  com¬ 
panies  treat  their  online  customers.  And 


Martin  Luther  King 
Jr.  on  the  Web 


861,000:  Entries  on  Google 
search  engine  for  Martin  Luther  King 
Jr.  on  Dec.  5, 2002 

5,250,000:  Entries  on  Google 

for  “I  Have  a  Dream" 

1,750:  Cataloged  papers  and 
recordings  by  King  at  Stanford 
University’s  Martin  Luther  King  Jr. 
Papers  Project 

100:  The  selection,  approximately, 
of  different  audiotapes,  videotapes, 
coffee  cups,  T-shirts  and  other  King- 
related  items  and  memorabilia 
available  for  purchase  in  The  King 
Center’s  online  store 


its  author,  Donal  Daly,  finds  nothing  coin 
cidental  about  the  results.  “If  they  don’t 
respect  their  customer,  it  is  not  a 
great  leap  to  say  [these  companies] 
don’t  respect  their  shareholders 
either,”  says  Daly,  CEO  of 
CustomerRespect.com, 
a  Bellevue,  Wash. -based 
consulting  company 
that  did  the  survey. 

Daly  is  the  former 
CEO  of  e-marketing 
company  NewWorld 
Commerce  and  the 
author  of  two  books  on 
marketing.  He  and  other 
researchers  at  his  new  com¬ 
pany  posed  as  customers  and 
then  graded  companies  on  the 
speed  and  quality  of  their  responses, 
the  navigability  of  their  sites,  the  ease  in 
finding  company  policies  on  how  customer 
data  was  used  and  how  “respectful”  of 
customer  privacy  those  policies  were. 

What  they  found  was  disturbing:  37  of 
the  100  largest  companies  didn’t  even 
respond  when  the  researchers  e-mailed 
them  as  part  of  the  four-month  survey  last 
year.  Only  16  companies  of  the  Fortune 
100  obtained  an  above-average  score  on 
these  measures  (see  “Big  Names:  The  Best 
and  Worst,”  Page  30).  Financial  services 
companies  were  among  the  poorest  per¬ 
formers  (with  the  exception  of  mortgage 
company  Freddie  Mac,  where  fast,  detailed 
responses  to  e-mails  earned  it  the  best 
score).  Customers  can’t  even  send  e-mails  to 
financial  giants  like  American  Express  and 
Goldman  Sachs,  though  the  researchers 
found  that  aloofness  wasn’t  limited  to 


financial  giants.  AOF,  Pfizer  and  Viacom 
were  similarly  impossible  to  contact  online. 

Other  examples:  Ford  Motor  responded 
to  a  general  inquiry  with  an  automated 
response,  promising  a  personal  reply  within 
48  hours,  and  then  failed  to  do  so.  And  the 
CVS  pharmacy  chain  wasn’t  clear  about  its 
opt-in  policy  for  consumers  concerned 
about  privacy. 

For  many  companies,  however,  online 
ineptitude  does  not  appear  to  be  a  deliber¬ 
ate  strategy.  “A  poor  score  doesn’t  translate 
necessarily  to  arrogance,”  Daly  says.  “It 
translates  to  a  lack  of  understanding  of  the 
psyche  of  the  online  customers  and  what 
they  want.” 

Daly’s  research  is  not  without  flaws. 
Fast-place  finisher  Ingram  Micro’s  cor¬ 
porate  website  provided  no  way  to  con- 

Continued  on  Page  30 
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WHY  THE  MOST  TRUSTED  NAME  IN 
LABOR  MANAGEMENT  IS  NOW  THE  MOST 
TRUSTED  NAME  IN  HR  AND  PAYROLL. 


Over  the  last  25  years,  more  than  40,000  companies  have  trusted  Kronos  to  help  them  manage  and  leverage  their  most  valuable 
asset:  labor  resources.  Now  you’ll  be  able  to  benefit  from  an  integrated  HR,  Payroll  and  Labor  Management  solution,  all  from 
a  single-source  provider.  From  installation  and  in-depth  training  to  maintenance  and  support,  our  award-winning  customer 
service  has  always  been  instrumental  to  earning  our  customers’  trust.  To  learn  more,  visit  kronos.com/hrms  or  call  800-225-1561. 
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tact  the  value-added  reseller  by 
e-mail  and  buried  the  company’s 
privacy  policy.  However,  as  Ingram 
Micro’s  Jennifer  Baier  notes,  the 
company  does  not  deal  directly 
with  consumers  but  with  distribu¬ 
tors  that  can  interact  with  the  com¬ 
pany  via  special  password-pro¬ 
tected  customer  websites.  “The 
survey  did  not  take  into  account 
that  we  have  an  extensive  feedback 
loop  on  our  customer  sites,”  Baier 
says.  “They  only  looked  at  our 
corporate  site.” 

Most  of  the  companies  surveyed, 
however,  do  deal  directly  with  con¬ 
sumers.  And  for  them,  online  obtuse¬ 


ness  is  remarkably  shortsighted.  As 
Daly  and  others  have  found,  online 
customers  tend  to  be  younger  (read: 
higher  lifetime  potential).  Yet  once 
discouraged  online,  customers  often 
flee  forever.  Which  is  why  PepsiCo, 
which  scored  much  lower  in  respon¬ 
siveness  and  site  navigability  than 
Coca-Cola,  is  taking  note.  PepsiCo 
spokeswoman  Elaine  Palmer  says  the 
soft  drink  company  is  overhauling  its 
website  to  improve  ease  of  use.  Pepsi, 
it  seems,  understands  that  treating 
customers  well  online  is  one  of  the 
essential  blocks  on  which  to  build  “a 
new  generation.” 

-Alison  Bass 


Big  Names:  The  Best  and  Worst 


Researchers  who  went  calling  on  big  companies’ 
websites  reported  the  best  were  easy  to  reach  and 
responsive;  the  worst  were  tough  to  reach  or  silent. 


BEST 

1.  Freddie  Mac 

2.  Costco  Wholesale 

3.  DuPont 

4.  Allstate 

5.  Lowe's 

6.  Verizon  Communications 
7. Intel 

8.  Sears,  Roebuck  and  Co. 

9.  Hewlett-Packard 

10.  IBM 


WORST 

1.  Ingram  Micro 

2.  Marathon  Oil 

3.  PepsiCo 

4.  Pfizer 

5.  United  Technologies 

6.  Merck 

7.  Goldman  Sachs 

8.  Lockheed  Martin 

9.  Berkshire  Hathaway 

10.  J.P.  Morgan  Chase 


SOURCE:  CUSTOMERRESPECT.COM,  NOVEMBER  2002 


ONLINE  COMMUNITIES 

Where  There’s  Smoke,  There’s  Community 


THERE  IS  NO  MIDDLE  GROUNDwhen  it  comes  to 
cigars.  People  either  love  them— especially  after  a  good  meal 
or  with  fine  whiskey— or  hate  them  because  of  the  way  they 
stink  up  a  room.  Clearly,  the  readers  of  Cigar  Aficionado 
magazine  are  in  the  former  camp.  In  fact,  nearly  7,000  people 
(many  of  them  subscribers  to  the  magazine)  are  active  partici¬ 
pants  in  the  magazine's  online  forums  ( www.cigaraficionado 
.com).  Regulars  post  items  daily  on  topics  like  where  to  buy 
premium  cigars  and  the  finer  points  of  enjoying  a  good  smoke. 

To  coincide  with  the  10th  anniversary  of  the  magazine,  and 
to  accommodate  the  increasing  volume  of  members  and 
message  traffic,  David  Savona,  director  of  Cigar  Aficionado 
Online,  and  his  team  overhauled  the  online  forums  in  one 


month,  installing  Ultimate  Bulletin  Board  software  from 
Seattle-based  Infopop  in  May  2002.  Members  had  to  reregis¬ 
ter  and  acquaint  themselves  with  the  new  interface.  The 
change  upset  many  of  the  regulars,  Savona  says,  but  the 
smoke  from  the  dissenters  soon  cleared. 

Savona  says  the  forums  are  valuable  as  an  informal  polling 
device  for  demographic  information  as  well  as  giving  editors 
ideas  about  coverage  in  the  magazine.  “We’re  not  even  a  year 
into  the  new  forums  right  now,  and  it’s  beyond  our  wildest 
expectations,”  he  says.  “It's  been  a  pleasant  surprise.  We’re 
only  really  beginning  to  explore  the  things  that  we  can  do  with 
this  community  and  website." 

Lately,  the  online  discussions  have  turned  political.  In  the 
weeks  leading  up  to  Election  Day  2002,  when  many  communi¬ 
ties,  including  several  in  Florida,  considered  ballot  questions 
that  would  ban  smoking  in  bars  and  restaurants.  Forum 
members  fervently  opposed  such  laws,  insisting  the  matter 
was  more  about  personal  choice  than  public  health.  "They  are 
very  big  on  smoking  rights,”  Savona  says.  “They  discuss  that 
quite  a  lot." 

Savona  and  the  forum  members  are  now  planning  more 
“freedom  of  choice”  advocacy.  In  the  last  elections,  Amend¬ 
ment  6,  an  addendum  to  the  Florida  state  constitution  that  will 
prohibit  smoking  in  virtually  all  indoor  public  places  (including 
bars  and  restaurants),  passed  by  an  overwhelming  majority  of 
71  percent.  Nothing  fires  up  a  bunch  of  cigar  smokers  more 
than  telling  them  they  can’t  light  up.  -Jon  Surmacz 
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BUSINESS  TECHNOLOGY  OPTIMIZATION 

The  intelligent  way  to  reap  the  rewards  of  your  IT  investment. 


Your  company  has  paid.  And  built.  A  lot.  All 
because  of  an  exciting  vision.  The  vision 
that  IT  would  send  your  company  charging 
toward  its  business  goals  faster  than  ever 
before.  So  have  you  paid  enough?  You  have. 
With  Mercury  Interactive’s  new  Business 
Technology  Optimization  suite 
your  company  will  at  last  realize 
the  full  power  of  your  IT 
investment.  You’ll  finally  see 
tangible  results  by  reducing 


IT  costs.  Improving  the  quality  of  IT-enabled 
business  processes.  And,  most  importantly, 
aligning  IT  with  your  business  goals.  Can  it 
really  work?  Mercury  Interactive  has  spent 


the  last  thirteen  years  helping  75%  of  the 
Fortune  500  in  remarkable  ways.  Be  absolutely 
sure  to  learn  more  about 
Mercury  Interactive’s  new 
comprehensive  BTO  solutions 
by  viewing  our  Webcast  today  at 
MERCURY  INTERACTIVE  www.mercuryinteractive.com/cxo_corner/cio 


% 
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Soul  Food  for  Thought 

The  Soul  of  an  Organization: 

Understanding  the  Values 
That  Drive  Successful 
Corporate  Cultures 

By  Richard  S.  Gallagher 
Dearborn  Trade  Pub¬ 
lishing,  2003,  $19.95 


The  Soul  of  an 
Organization 
is  an  aptly  titled  book. 

It’s  not  about  black  and  white 
business  practices  or  cerebral  strategic 
planning,  but  rather  how  corporate  val¬ 
ues  and  passions — the  components  of  a 
company’s  “soul” — are  the  key  drivers  of 
success.  Its  chapters — “The  Strategists,” 
“The  Motivators,”  “The  Team  Builders,” 
“The  Nimble,”  “The  Customer  Cham¬ 
pions,”  “The  Passionate”  and  “The  Vi¬ 
sionaries” — focus  on  what  Gallagher 
sees  as  the  core  traits  of  businesses  that 
have  successfully  embraced  their  corpo¬ 
rate  values  and  integrated  those  values 
into  the  way  they  deal  with  customers 
and  employees. 

An  introductory  chapter  explores  the 
meaning  of  values,  debunks  some  of  the 
myths  about  values  and  corporate  cul¬ 
ture,  and  provides  a  quiz  to  help  the 
reader  assess  his  own  company’s  every¬ 
day  practices.  The  author  drives  home 

(THE  NEW  BOOK  SHELF 

“With  trusted  leadership,  politics 
moves  to  the  backseat,  freeing  people 
to  make  decisions....  Lack  of  trust 
spawns  meetings  behind  closed 
doors,  private  e-mails  and  whispered 
conversations  in  the  parking  lot. 

That  isn’t  a  free  environment;  that’s 
tapping  on  your  cellblock  walls.” 

From  The  Trusted  Leader:  Bringing  Out  the 
Best  in  Your  People  and  Your  Company,  by 
Robert  Galford  and  Anne  Seibold  Drapeau 
(The  Free  Press,  January  2003) 


his  points  through  an 
extensive  series  of  brief 
case  studies  and  selects  a 
single  company  as  the 
cornerstone  profile  of 
each  chapter.  He  also 
mixes  in  several  “antipro¬ 
files,”  providing  anecdotes 
from  companies  that  clearly 
miss  the  point.  The  extent  to 
which  Gallagher  uses  these 
profiles  to  tell  his  story  gives  a 
concrete,  real-world  feel  to  what 
might  otherwise  come  off  as  pop 
psychology.  -Lafe  Low 


The  End  of  Work? 

Our  Modern  Times:  The  New  Nature  of 
Capitalism  in  the  Information  Age 

By  Daniel  Cohen 

The  MIT  Press,  2003,  $24.95 

When  Adam  messed  up  in  the  Garden  of 
Eden,  his  punishment  was  work.  Ever 
since,  people  have  been  seeking  time  off 
for  good  behavior.  The  Industrial  Rev¬ 
olution,  it  was  thought,  would  eliminate 
labor  by  substituting  machine  power  for 
muscle.  But  because  the  assembly  line 
eliminated  the  need  for  skill,  the  factory 
doors  opened  to  children,  adding  a  new 
color  of  misery  to  life.  Plus,  the  wealth 
that  factories  created  went  into  the  pock¬ 
ets  of  the  factory  owners,  creating  a  new 
kind  of  urban  poverty.  Labor  had 
become  commodified. 

The  latest  attempt  to  end,  or  at  least 
mitigate,  the  life  of  toil  is  the  Information 
Revolution.  If  the  assembly  line  frag¬ 
mented  work,  the  com¬ 
puter  returned  res¬ 
ponsibility  for  the 
final  product  to  the 
worker  by  making  it 
possible  (and  cost- 
efficient)  to  multitask. 

But  far  from  lightening 
the  load,  the  computer 
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5  Execution:  The  Discipline 
of  Getting  Things  Done 

By  Larry  Bossidy  and  Ram  Charan 
Crown  Publishing  Group,  2002 

4  Good  to  Great:  Why  Some  Companies 
Make  the  Leap. ..and  Others  Don't 

By  Jim  Collins 

HarperCollins  Publishers,  2001 

3  Who  Says  Elephants  Can't  Dance? 
Inside  IBM’s  Historic  Turnaround 

By  Louis  V.  Gerstner  Jr. 

HarperCollins  Publishers,  2002 

2  Who  Moved  My  Cheese? 

An  Amazing  Way  to  Deal  with 
Change  in  Your  Work  and  in  Your  Life 

By  Spencer  Johnson 

The  Putnam  Publishing  Group,  1998 

1  Leadership 

By  Rudolph  W.  Giuliani 
Miramax  Books,  2002 

SOURCE:  DATA  FROM  THE  WEEK  OF  DEC.  9,  2002. 
COMPILED  BY  BORDERS  GROUP.  ANN  ARBOR.  MICH. 


has  made  each  worker’s  daily  portion 
harder  by  adding  responsibility  to  her 
job  description.  And  while  the  value  of 
human  capital  has  risen  concomitantly, 
that  has  tightened  the  circle  of  people 
who  can  benefit  from  these  higher 
wages,  sinking  the  poor,  be  they  in 
Brooklyn  or  Bangladesh,  ever  deeper 
into  the  slough  of  despond. 

So  where  do  we  go  from  here,  asks 
Daniel  Cohen,  professor  of  economics  at 
the  Universite  de  Paris,  in  Our  Modern 
Times.  Cohen’s  answer,  retrieved  after  a 
difficult  slog  through  the  book’s  brief  yet 
densely  packed  124  pages,  is  not  cheery. 
Increased  prosperity,  writes  Cohen, 
just  makes  the  struggle  to  achieve  it 
and  keep  it  increasingly  intense. 
Only  when  human  capital  is  val¬ 
ued  over  financial  capital  will 
man  be  able  to  get  a  glimpse  of 
his  Edenic  past. 

We  won’t  hold  our  breath. 
-David  Rosenbaum 
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SECURING 

wireless  networks- 

Intel  IT’s  successful  journey 


"Pilot  tests  provide  priceless  feedback  from 
users  and  help  build  a  core  skill  in  IT  that 
can  be  used  in  deployment,  while  providing 
the  data  needed  to  select  an  infrastructure, 
architecture  and  design." 

— John  Johnson,  director  and  general  manager  for  productivity, 
collaboration  and  security  programs  at  Intel. 


Mobile  computing  wasn’t  enough. 

True,  the  rapid  spread  of  low-cost, 
high-performance  notebook  PCs  had 
reaped  great  savings  and  efficiencies 
for  Intel  Corporation’s  global  army  of 
knowledge  workers.  By  2001,  rough¬ 
ly  77  percent  of  Intel’s  knowledge 
workers  in  45  countries  around  the 
world  were  using  mobile  PCs,  and 
the  results  were  tangible. 

But  Intel  IT,  the  company’s  own 
technology  unit,  was  convinced  that 
these  mobile  workers  would  be  even 
more  productive  if  linked  via  wireless 
connection  to  the  vast  resources  of  the 
firm’s  enterprise  network.  Faster  deci¬ 
sion-making,  greater  sales-force  effi¬ 
ciency,  and  higher  employee  satisfac¬ 
tion- — all  of  these  benefits  were 
possible  if  Intel  IT  could  deliver  wire¬ 
less  networks.  And  if  Intel  IT  could 
prove  this  case  internally  among  its 
knowledge  workers,  the  benefits  of 
wireless  networking  could  be  extended 
to  Intel’s  broader  global  workforce. 

Anytime,  anywhere  computing 
became  the  goal.  Deploying  wireless 
local-area  networks  (WLAN)  became 
the  means  to  achieve  it.  Yet  standing 
between  Intel  IT  and  its  goal  was  an 


Custom  Publishing 

Advertising  Supplement 


imposing  obstacle:  developing  and 
deploying  a  comprehensive  security 
strategy  amidst  broad  misperceptions 
that  wireless  communications  are 
inherently  insecure. 

Pilot  Tests:  Validating  the  Approach 
to  Security 

Intel  IT  tackled  the  security  issue 
head-on.  The  strategy:  conduct  a  far- 
reaching  series  of  WLAN  pilot  tests 
designed  not  just  to  help  identify 
opportunities  for  increased  worker 
productivity  and  savings,  but  also  to 
pinpoint  key  security  issues. 

Intel  IT  wanted  to  prove  that  it 
could  deploy  wireless  LANs  to  support 
anytime,  anywhere  computing,  while 
simultaneously  protecting  the  chip 
giant’s  intellectual  properties  and  sen¬ 
sitive  corporate  data. 

“Pilot  tests  provide  priceless 
feedback  from  users  and  help 
build  a  core  skill  in  IT  that  can  be 
used  in  deployment,  while  provid¬ 


ing  the  data  needed  to  select  an 
infrastructure,  architecture  and 
design,”  says  John  Johnson,  direc¬ 
tor  and  general  manager  of  pro¬ 
ductivity,  collaboration  and  secu¬ 
rity  programs  at  Intel. 

Beginning  in  early  2001,  Intel  IT 
launched  its  pilot  tests  in  earnest, 
addressing  the  technical  aspects  of 
security  that  stood  between  the  group 
and  its  goal  of  providing  global, 
mobile  users  with  secure,  radio  access 
point  links  to  Intel’s  llMbit/sec  of 
bandwidth  on  IEEE  802.1  lb-compli¬ 
ant  WLANs. 

The  Intel  IT  team  quickly  deter¬ 
mined  that  the  out-of-the-box 
Wireless  Equivalent  Protocol’s 
(WEP)  key  creation  scheme  could 
only  be  used  as  one  of  several  layers 
of  security  for  their  wireless  pilots. 
The  reason:  It  could  allow  an  intrud¬ 
er  with  an  antenna  and  a  portable  PC 
to  tap  into  data  transmissions  from  a 
parking  lot  or  a  nearby  room. 


wireless 


security 
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“We  realized  that  WEP  was  fairly 
soft,  and  we  weren’t  comfortable  using 
it  alone,”  Johnson  says.  “Senior  man¬ 
agement  expected  a  very  secure  wire¬ 
less  environment  capable  of  meeting 
the  anticipated  needs  of  our  employ¬ 
ees.  We  were  prepared  not  to 
move  forward  and  put  the 
effort  on  hold  if  we  couldn’t 
find  a  security  plan  that  met 
our  requirements.” 

Enter  virtual  private  net¬ 
work  (VPN)  technology.  Intel 
had  already  harnessed  VPN  to 


By  the  end  of  the  testing,  Intel  IT 
had  met  two  huge  goals:  substantiat¬ 
ing  the  ROI  for  the  technology  and 
validating  its  security  blueprint. 

Beyond  answering  inherent  questions 
about  security,  Johnson  says, 
the  pilot  tests  helped  Intel  IT 
workers  gain  new  confidence  in 
wireless  technologies.  “IT 
groups  should  not  be  scared 
about  getting  into  wireless,”  he 
says,  “because  we  found  that 
many  wireline  networking  skills 
can  be  applied  to  wireless.” 


At  last  check,  Intel  had  more  than 
80  WLAN  projects  in  various  stages 
of  implementation  in  the  United 
States,  Europe,  and  Asia.  The  compa¬ 
ny  has  been  deploying  WLANs  pri¬ 
marily  in  warehouses,  factories,  cor¬ 
porate  offices,  sales  offices  and 
common  areas. 

And  already  Intel  has  reaped  the 
rewards  of  global  WLAN  use.  The 
numbers  speak  for  themselves:  an 
estimated  productivity  boost  of  1.5 
hours  per  day  for  each  of  the  several 
thousand  workers  accessing  roughly 


“If  I  were  asked  by  another  IT  manager  whether  to  proceed  with  wireless  LANs. 

my  answer  would  be  an  emphatic  Yes!" 

— John  Johnson,  director  and  general  manager  for  productivity,  collaboration  and  security  programs  at  Intel. 


protect  its  wired  remote  access  sys¬ 
tems.  Now  Intel  IT  decided  to  make 
VPN  serve  double-duty  to  protect  its 
wireless  networks  as  well.  Intel  IT 
augmented  WEP  by  equipping  note¬ 
book  computers  with  VPN  client  soft¬ 
ware,  backed  up  by  VPN  gateways 
behind  radio  access  points.  VPN  tech¬ 
nology  supports  three  additional  meth¬ 
ods  for  protecting  data  and  communi¬ 
cations,  enabling  Intel  to  encrypt  all 
airborne  data.  “We’ve  found  VPN  to 
be  very  secure  and  cost  effective,” 
Johnson  says.  “What  we  like  about  it 
is  that  we  can  use  the  same  technology 
internally  to  secure  our  wireless  envi¬ 
ronment  and  externally  to  enable 
secure  remote  connections  via  the  pub¬ 
lic  Internet.” 

Intel  IT  also  decided  to  employ 
wireless  LAN  sniffer  devices  that  can 
constantly  scan  the  networks  for 
unsecured  wireless  LAN  traffic.  With 
a  vigilant  eye  to  the  future  of  securi¬ 
ty,  Intel  IT  is  looking  forward  to 
upgrading  to  new  802.1  li  wireless 
standards  (pending  approval  by  the 
IEEE)  to  achieve  even  more  advanced 
encryption  and  higher  levels  of  user 
authentication. 


Broadscale  Deployment: 

Intel  Goes  Live  With  WLAN 

Buoyed  by  the  results  and  lessons- 
learned  from  its  WLAN  pilots,  Intel  IT 
marched  forward  with  its  plans  to  broad¬ 
ly  deploy  secure  wireless  networks. 


READY  TO  TAKE  THE  NEXT  STEP? 

Whether  your  next  step  is 
undertaking  your  own  wireless 
LAN  pilot  or  doing  more 
research  on  wireless  topics, 
you’ll  find  these  valuable  how¬ 
to  guides,  case  studies  and 
white  papers  at: 
www.intel.com/go/wireless 

•  Five  Steps  to  Deploying  a 
Wireless  LAN 

•  Wireless  802.1 1  Security  in  a 
Corporate  Environment 

•  Intel  IT:  Building  the 
Foundation  for  Anytime, 
Anywhere  Computing 

source:  Intel  Corporation 


80  wireless  LANs  in  18  countries.  In 
response  to  the  early  success,  Intel  IT 
is  now  in  the  midst  of  a  long-term 
deployment  strategy  designed  to 
transition  workers  to  access  802.11a 
WLANs  that  support  a  maximum 
data  speed  of  54Mbit/sec — with  even 
greater  security. 

Asked  to  reflect  on  Intel’s  internal 
WLAN  experience,  Johnson  is  enthu¬ 
siastic  about  Intel  IT’s  successful 
deployment — that  the  group  met  its 
goal  of  securing  anytime,  anywhere 
computing  for  Intel’s  global  work¬ 
force — and  he’s  encouraged  by  the 
early,  substantial  returns  from  added 
mobility.  “If  I  were  asked  by  another 
IT  manager  whether  to  proceed  with 
wireless  LANs,  my  answer  would  be 
an  emphatic  Yes!”  Johnson  says.  “The 
productivity  gains  we  are  seeing 
demonstrate  that  deploying  wireless 
LANs  to  supplement  our  wired  com¬ 
puting  environment  brings  us  a  great 
deal  of  added  value.”* 

Intel, 
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The  Resource  for 
Information  Executives 


BENEFIT  FROM  THE  EXPERIENCE  OF  YOUR 
PEERS -JOIN  CIO  SELECT. 

CIO  Select  is  an  exclusive 
networking  program  that 
helps  CIOs  share  ideas, 
documents  and  advice. 


Membership  in  CIO  Select  is  reserved  for  CIOs 
of  midsize  to  large  organizations. 


ClOSelect 

AN  EXCLUSIVE  PEER  SERVICE  FOR  CIOs 


For  Information  and  Membership  Pricing: 

Contact  John  Shirley,  Sr.  Acct.  Exec.,  at 
508.988.6934  (MA),  jshirley@cio.com  or 
via  www.cio.com/community/selecthtml. 


“The  Select  Member  CIO 
you  put  me  in  touch  with 
was  knowledgeable, 
forthcoming  and  extremely 
helpful.  His  shop  and 
ours  have  much  in  common. 
The  call  was  excellent!” 

-CIO  of  a  $7  billion 
insurance  company 

“I  am  getting  tremendous 
value  out  of  the  board-level 
presentations  I  have  down¬ 
loaded  from  Select.” 

-CIO  of  a  $3  billion 
manufacturer 


I 


MANAGEMENT 


Three  Questions 
for  Larry  Bossidy 

LARRY  BOSSIDY,  coauthor  of 
Execution:  the  Discipline  of  Get¬ 
ting  Things  Done,  earned  a  repu¬ 
tation  as  an  executive  who  got 
results.  The  former  vice  chairman 
of  General  Electric  became  CEO 
of  AlliedSignal  in  1991  and  saw 
revenue  double  and  the  stock  price 
soar  during  the  next  nine  years. 

Now  retired,  Bossidy  shared  blunt 
advice  about  corporate  discipline 
in  an  interview  with  CIO. 


CIO:  What  do  you  tell  CIOs 
who  want  to  be  better  at  exe¬ 
cuting  their  plans? 

Bossidy:  Be  specific  about  what 
is  going  to  be  accomplished  in  the 
year  ahead.  Look  at  the  track 
record  of  those  people  to  whom 
you’ve  assigned  [tasks]  so  you  can  get 
a  handle  on  who  is  likely  to  execute 
and  those  who  are  likely  to  struggle. 
Have  a  process  that  you’re  going  to 
revisit  with  some  frequency  to  make 
sure  you’re  on  target  for  reaching 
your  goals. 


fund  systems  but  take  more  of  the 
program  money  and  devote  it  to  pro¬ 
ductivity  projects  than  you  might  do 
in  a  dynamic  economic  environment. 
CIOs  [must]  be  aware  of  corporate 
strategy  so  they  can  be  an  equal  part¬ 
ner  on  the  team  of  the  CEO  and  not 
just  technical  grunts. 


IS  spending  has  slowed,  yet  infor¬ 
mation  systems  are  still  critical  to 
achieving  business  goals.  Is  there 
a  disconnect  between  how  the 
CFO  or  CEO  views  IS  and  its  con¬ 
tribution,  and  the  effective  execu¬ 
tion  of  corporate  strategy? 

CIOs  are  being  asked  to  put  more  of 
their  resources  into  obtaining  cost 
reductions,  but  good  companies  are 
not  shorting  systems  organizations. 
The  right  thing  to  do  is  continue  to 

cio.com  Read  an  excerpt 

of  EXECUTION:  THE  DISCIPLINE 
OF  GETTING  THINGS  DONE  by 

Larry  Bossidy  and  Ram  Charan  at 
www.cio.com/printlinks. 


You  write  in  your  book  that  execu¬ 
tion  requires  integrating  three 
aspects  of  your  operations— per¬ 
sonnel,  strategy  and  the  operating 
plan.  Where  do  CIOs  have  the 
most  influence? 

I  would  say  with  people.  There  needs 
to  be  more  discipline  in  software 
development,  not  only  in  terms  of 
[ensuring]  its  effectiveness  but  also  for 
the  time  it  takes  to  do  it.  This  takes 
people  who  have  as  one  of  their  pri¬ 
mary  interests  getting  things  done — as 
opposed  to  designing  the  most  sophis¬ 
ticated  system  in  the  history  of  the 
world.  Developers  have  always  had 
an  interest  in  whether  systems  work. 
They’ve  often  not  had  an  interest  in 
what  they  cost. 

-Elana  Varon 


I  .  T  .  B  U  D  G  E  T  I  N  G 

Think  Like 
a  CFO 

LEAVE  IT  toanIS  professor  to  state  it 
definitively:  The  trend  of  focusing  IT  spend¬ 
ing  on  capital  projects  and  not  integrating 
that  spending  into  set  budgets  is  over.  That 
makes  it  even  more  important  for  CIOs  to 
know  how  to  think  like  a  CFO.  So  says  Robert 
Zmud,  professor  and  Michael  F.  Price  Chair 
in  MIS  at  the  University  of  Oklahoma  in 
Norman,  who  spoke  at  an  IT  budgeting 
conference  at  Bentley  College  in  Waltham, 
Mass.,  last  fall. 

Zmud  says  CIOs  need  to  convince  fellow 
executives  to  spend  on  IT  initiatives  by 
providing  concrete  examples  of  how,  for 
example,  new  technology  infrastructure  will 
create  a  solid  foundation  for  the  future. 

Add  to  the  CIO's  mix  a  dose  of  marketing, 
Zmud  says.  CIOs  need  to  do  a  better  job 
selling  the  importance  of  technology.  Look 
around  at  what  peer  companies  are  doing  so 
that  you  can  better  position  any  proposal 
made  to  management.  If  a  small  insurance 
company  is  spending  $10  million  a  year, 
while  its  competitor  spends  $20  million  and 
it  is  more  profitable,  the  CIO  should  bring 
that  news  to  the  executive  board.  “When  it 
looks  like  other  people  are  spending  more  or 
less  money  than  you  are,  that’s  good  to 
know,”  Zmud  says.  -Julie  Hanson 


LABOR  ISSUES 

Ports  Open  to  IT 

WEST  COAST  DOCKWORKERSand 

their  employers  recently  settled  a  dispute 
that  centered  on  the  introduction  of  new 
information  technology  and  shut  down  ports 
from  San  Diego  to  Seattle  for  10  days  last  fall 
(see  "Dockworkers  vs.  IT,”  Dec.  1, 2002). 

A  new  six-year  pact,  which  the  dock- 
workers’  union  was  to  approve  this  month, 
means  ship  operators  and  terminal  com¬ 
panies  can  use  new  technology  such  as  bar 
code  scanners.  International  Longshore  and 
Warehouse  Union  members  (who  expect  to 
lose  400  jobs)  will  get  increased  wages  and 
benefits.  -Stephanie  Overby 
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1 .  Can  you  connect  to  all  my  structured  and  unstructured 
data  sources,  and  publish  the  results  with  a  browser? 


2.  How  much  time,  money,  and  training  is  required  to  build 
and  maintain  a  “universe”? 


3.  Can  I  create  user-friendly  dashboards  immediately 
right  out  of  the  box? 


4.  What  are  the  typical  training  and  consultant  costs  to 
deploy  and  support  your  products? 


5.  Why  don’t  you  offer  a  Guarantee? 


When  you  get  tired  of  asking  questions  that  don’t  get 
answers 


visit  www.brio.com/answers/cio.  Or  simply  dial 
1  -877-BUY-BRIO  (1  -877-289-2746). 


www. brio.com/an  swe  rs/c  i  o 
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Washington  Watch 

C _ x  Edited  by  Elana  Varon 


Online  Piracy  Problem  Tops 
Congressional  To-Do  List 


WHEN  THE  NEW  CONGRESS  convened  ear¬ 
lier  this  month,  lawmakers  put  protection 
of  digital  copyrights  on  a  fast  track,  all  but 
ensuring  that  a  bill  protecting  intellectual 
property  on  the  Internet  will  be  enacted  in 
2003.  That  software,  as  well  as  online 
music,  video  and  books,  needs  protection 
against  piracy  isn’t  a  contentious  issue,  but 
CIOs  should  beware  of  the  enforcement 
methods  the  proposed  legislation  would 
permit.  No  proposal  illustrates  the  need  for 
caution  better  than  Rep.  Howard  Berman’s 
(D-Calif.)  controversial  Peer-to-Peer  Piracy 
Act,  which  the  libertarian  Cato  Institute’s 
Wayne  Crews  calls  “the  bill  that  would  let 
studios  hack  into  systems.” 

According  to  Berman’s  spokeswoman, 
Jean  Smith,  there  is  a  lot  of  misinformation 
surrounding  the  bill,  which  the  Los  Angeles 
representative — whose  district  includes  Hol¬ 
lywood — plans  to  introduce  early  this  year. 
The  basic  premise  is  clear  enough:  Berman 
says  that  copyright  holders  should  have  the 
right  to  stop  the  unauthorized  distribution 
of  their  material.  And  he  would  allow  copy¬ 
right  holders  to  infiltrate  a  pirate’s  network 
to  do  it.  So  if  one  of  your  company’s 
employees  is  trading  MP3s  at  lunchtime, 
Berman’s  bill  would  allow  the  record  com¬ 
pany  to  “stop”  it  without  a  judge’s  permis¬ 
sion  and  without  having  to  cover  any 
damage  that  the  record  company  may  cause 
your  systems.  However,  the  bill  doesn’t  say 
how.  Smith  says  the  bill  is  deliberately  vague 
on  this  point  because  the  technology  is 
“constantly  changing.” 

This  vagueness  worries  security  experts, 
who  note  that  the  bill  specifically  allows 
denial-of-service  attacks  that  could  disrupt 
the  whole  Internet — not  just  the  alleged 
pirate’s  network.  Gigi  Sohn,  president  of 
Public  Knowledge,  a  Washington  D.C.- 
based  public  interest  group,  was  the  lone 


opponent  of  the  proposal  invited  to  testify 
before  the  House  Judiciary  Subcommittee 
on  the  Courts,  the  Internet  and  Intellectual 
Property  last  September.  She  says  that  the 


bill  would  harm  legitimate  uses  of  peer-to- 
peer  networks  in  an  effort  to  curtail  illegit¬ 
imate  ones. 

Fortunately,  Berman  is  open  to  compro¬ 
mise.  Smith  says  Berman  doesn’t  want  copy¬ 
right  protection  to  come  at  the  expense  of 
corporate  network  privacy  and  security. 
And  he  wants  feedback  from  CIOs  on  how 
to  accomplish  both.  To  make  your  voice 
heard,  contact  Berman  at  202  225-4695  or 
howard.  berman@mail.  bouse.gov. 

Also  on  the  agenda:  Identity  theft  has 
become  a  hot  topic  following  the  arrests  in 
November  of  three  people  who  allegedly 
sold  the  credit  card  information  of  30,000 
unwitting  consumers.  Watch  for  a  bill  by 
Rep.  George  W.  Gekas  (R-Pa.)  proposing 
that  anyone  who  illegally  possesses  or  uses 
another  person’s  means  of  identification 
would  get  two  to  five  years  in  prison. 
Expect  a  hearing  before  the  House  of  Rep¬ 
resentative’s  Subcommittee  on  Crime,  Ter¬ 
rorism  and  Homeland  Security  early  this 
year.  The  Senate  Judiciary  Committee 
approved  a  similar  bill  by  Sen.  Dianne  Fein- 
stein  (D-Calif.)  last  fall. 

-Ben  Worthen  and  Julie  Hanson 


Guides  Advise  Companies  How  to 
Secure  Information  Systems 

THE  NATIONAL  INSTITUTE  OF  STANDARDS  AND  TECHNOLOGY  (NIST)  and  the 
Organization  for  Economic  Cooperation  and  Development  (OECD)  have  each  issued 
guidelines  for  information  security  designed  to  help  a  range  of  computer  users, 
including  corporations. 

NIST’s  guidelines  for  certifying  the  security  of  federal  IT  systems,  available  at 
www.nist.gov,  describe  how  to  evaluate  the  security  of  your  computer  systems  and 
suggest  ways  to  prioritize  security  controls  for  data  confidentiality,  integrity  and 
availability.  While  NIST  designed  these  guidelines  to  be  used  by  the  federal  govern¬ 
ment,  the  agency  says  they  are  applicable  to  other  industries  as  well. 

Meanwhile,  OECD  has  issued  nine  security  guidelines  that  it  is  asking  government, 
industry  and  PC  users  to  follow.  The  guidelines,  available  at  www.oecd.org,  update 
decade-old  security  prescriptions  and  suggest  that  all  businesses  factor  security  into 
the  design  and  use  of  their  systems  and  networks.  -J.H. 
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61%  of  Siebel  reference 
customers  report  negative  ROI 
on  software  deployments,  y  y 


-  Nucleus  Research 
September  2002 


“One  technology  company  that 
asked  to  remain  anonymous 
said  its  Siebel  software  has 
remained  on  its  shelf  because 
it  underestimated  how  much 
work  was  required  to  install  it. 
The  company  ended  up 
switching  to  salesforce. corn’s 
hosted  CRM  product.  ” 

—  TheStreet.com 
September  24,  2002 


“Bertelsmann  Services,  one 
of  more  than  10  companies 
that  de-installed  Siebel  and 
switched  to  salesforce.com  in 
the  past  year,  said  in  July  that 
its  employees  had  a  difficult 
time  inputting,  extracting 
and  reporting  on  data  within 
the  Siebel  environment. 

Within  days  of  making  the 
switch  to  salesforce.com,  the 
company  was  using  its  new 
online  CRAl  application  for 
roughly  one-fourth  the  cost  of 
its  Siebel  implementation.” 

—  Selling  Power, 
August  7,  2002 


Lost  your  shirt  buying  Siebel  software? 
Call  1-800  NO  SOFTWARE,  and  we’ll 
send  you  a  No  Siebel  T-shirt,  free.* 
Last  year,  salesforce.com  added  more 
CRM  customers  than  Siebel,  SAP, 
Oracle,  and  Peoplesoft  combined. 

salesforce.com 

Success.  Not  Software. 

*0r  email  your  address  and  size  to  info@salesforce.com. 

To  Take  a  Free  30-Day  Trial  visit  salesforce.com  -  click  on  Free  Trial  and  enter  promo  code  CI01 1 5 


“Long-time  Siebel  user 
Thomas  Wong,  VP  marketing 
at  Gomez  Inc.  in  Waltham, 
Mass.,  reluctantly  switched  to 
salesforce. corn’s  online  sales 
force  automation  service,  which 
cost  half  as  much  as  a  mere 
features  upgrade  to  his  3 -plus 
year-old  Siebel  installation. 

A  nd  salesforce.com  was  in  full 
use  in  only  60  days.” 

—  Computerworld, 
October  21,  2002 


©  2002  salesforce.com.  All  other  names  may  be  trademarks  of  their  respective  holders. 
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VOTING  TECHNOLOGIES 


The  Ballots  Are  In 


ALL  EYES  WERE  ON  the  Florida  polls  last  Nov.  5,  but  Georgia  voters 
were  making  history  across  the  state  line.  Georgia  became  the  first  state 
to  run  an  election  exclusively  with  electronic  voting  machines,  rolling 
out  its  new  $54  million  electronic  voting  system  to  every  single  county  for 
the  2002  elections. 

Although  Georgia  wasn’t  close  in  the  2000  presidential  elections 
(George  W.  Bush,  55  percent;  A1  Gore,  43.2  percent),  the  state’s  per¬ 
centage  of  unmarked,  uncounted  and  spoiled  ballots  of  3.5  percent  almost 
made  Florida’s  2.9  percent  look  good. 

In  2001,  the  state  passed  legislation  that  called  for  a  statewide  uniform 
voting  system.  A  special  voting  commission  selected  the  AccuVote-TS 
touch  screen  system  from  North  Canton,  Ohio-based  Diebold  Election 
Systems.  Staff  from  the  Center  for  Elections  at  Kennesaw  State  University 
performed  quality  control  audits  on  all  the  voting  units,  and  Hall  and 
Marion  counties  ran  pilot  programs  in  2001.  Finally  last  November, 
more  than  3.7  million  registered  voters  from  Acworth  to  Woodstock 
voted  with  the  new  machines. 

Naturally,  there  were  some  glitches.  Scattered  machines  froze  up  and 
had  to  be  rebooted.  Some  local  races  were  omitted  or  misrepresented  on 
ballots.  In  northwest  Georgia’s  Floyd  County,  election  officials  couldn’t 
transmit  results  because  of  a  computer  error.  “You  expect  to  have  a  few 
glitches  when  you’re  installing  22,000  voting  terminals  in  2,926  precincts 
in  159  different  counties,”  says  Michael  Barnes,  Georgia’s  assistant  direc¬ 
tor  of  elections.  “But  we  think  it  went  exceptionally  well.” 

Now,  Georgia  has  emerged  as  an  election  systems  leader.  And  how’s  this 
for  ROI:  Barnes  says  Georgia  expects  the  $3.9  billion  federal  election  reform 
package  passed  last  fall  will  mean  the  feds  pay  for  the  new  voting  systems. 

-Stephanie  Overby 

I  .  T  .  M  A  N  A  G  E  M  E  N  T 

Noble’s  General  Store 


IT'S  A  FAMILIAR  JOB  description:  Make  past  IT  investments  pay. 

Cut  spending.  Meet  user  demands.  Then  do  it  again.  What’s  a  CIO  to  do? 
James  Noble,  vice  president  and  CIO  at  Philip  Morris,  put  it  another  way: 
“How  can  you  be  innovative  and  increase  productivity  when  you’re  just 
keeping  the  lights  on?”  he  asked  at  a  recent  Society  for  Information 
Management  CIO  Forum  in  New  York  City. 

Noble’s  answer:  Set  up  a  company  store  for  IT  services,  what  he  calls  a 
“service  center  model  on  steroids.”  Noble  convinced  Philip  Morris  execs  to 
set  up  a  Web-based  company  store  where  business-unit  leaders  can  shop 
for  IT  needs.  The  store,  which  has  its  own  revenue  and  profit  goals,  offers 

both  goods  and  services,  and  uses  Meta  Group 
benchmarks  to  compare  store  prices  to  the  cost 
of  outside  vendors.  Noble  says  low  overhead 
keeps  the  store's  prices  competitive. 

With  the  store  meeting  basic  user  demands, 
Noble  says  he  spends  more  time  on  tackling 
innovation  for  top-line  results.  "We’re  all  tired 
of  begging  around  with  a  tin  cup,"  says  Noble. 
“This  lets  me  go  beyond  that.”  -Marc  Ferranti 
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This  Date  in 

IT  History 


1 


Computer  science  pioneer 
Grace  Murray  Hopper  dies  in 
Arlington,  Va.,  in  1992  at  age 
85.  A  Navy  admiral,  Hopper 
invented  the  first  program 
compiler  while  working  on  the 
Bureau  of  Ordnance  Compu¬ 
tation  Project  at  Harvard 
University  during  World  War  II. 


Time  magazine's  annual  “Man 
of  the  Year”  is  neither  a  man 
nor  a  woman,  but  a  personal 
computer.  The  1983  “Machine 
of  the  Year”  issue  proclaims 
that  the  new  home-computer 
industry  would  dramatically 
change  the  world. 


5 


Hewlett-Packard  unveils  its 
first  PC  in  1980.  The  $3,250 
HP-85  runs  Basic  from  ROM 
and  comes  with  a  monitor,  a 
built-in  printer  and  a  cassette 
recorder  for  data  storage.  It 
predates  the  IBM  PC  by  19 
months. 


The  Presidential  Task  Force 
on  Market  Mechanisms 
concludes  in  1988  that 
automatic  trading  programs 
were  a  primary  cause  of  the 
20  percent  stock  market 
plunge  on  Black  Monday, 
Oct.  19, 1987,  when  the  Dow 
Jones  Industrial  Average 
dropped  508  points.  In 
February  1988,  the  New  York 
Stock  Exchange  said  it  would 
curb  the  use  of  electronic 
trading  systems  when  the 
Dow  rose  or  fell  more  than 
50  points. 


the  show,  is  born  today  in 
1998  in  Urbana,  III.,  according 
to  the  storyline  by  Arthur  C. 
Clarke  in  the  Stanley  Kubrick 
film.  The  name  HAL  com¬ 
bines  heuristic  and  algorith¬ 
mic,  the  foundations  of  its 
programming. 


15 


Tim  Berners-Lee  releases  a 
simple  line-mode  World  Wide 
Web  browser  in  1992  that 
enables  search  queries  to  use 
hypertext  markup  language  to 
locate  Internet  addresses  or 
URLs.  Now  anyone  can  publish 
anything  online. 


20 


In  1987,  Digital  Equipment 

introduces  two  high-powered 
VAX  minicomputers,  priced 
between  $2.5  million  and 
$5  million,  in  an  assault  on 
IBM's  dominance  in  financial 
services  and  insurance  glass 
houses. 


The  Macintosh  “1984” 
commercial  airs  on  Super 
Bowl  Sunday  in  1984,  in  which 
a  woman  wearing  a  Macintosh 
T-shirt  throws  a  sledgeham¬ 
mer  into  a  giant  screen 
showing  a  Big  Brother  figure 
talking  to  a  mesmerized 
horde.  The  subtle  message 
airs  just  once. 


26 


Texas  PC  maker  Compaq 
vaults  to  number  two  in 
computers  (behind  IBM)  when 
it  buys  the  struggling  Digital  in 
1998  for  $9.6  billion. 

-Lafe  Low 


12 


“Good  morning.  I  am  a  HAL 
9000  computer."  That 
statement  (voiced  by  actor 
Douglas  Rain)  greeted  the 
astronauts  in  2001:  A  Space 
Odyssey.  HAL,  the  sentient 
computer  that  was  the  star  of 


SOURCES:  WWW. HISTORY 

CHANNEL.COM. 

WWW.COMPUTERWORLD.COM. 

WWW.HPMUSEUM.ORG. 

WWW.CHICAGOFED.ORG. 

WWW.KUBRICKFILMS. 

WARNERBROS.COM. 

PAGES.PRODIGY.COM/KUBRICK. 

WWW.COMPUTERHISTORY.ORG. 

YALE  UNIVERSITY  COMPUTER 

SCIENCE  DEPARTMENT 
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Surprised?  Perhaps  you  also  didn't  know  that  VeriSign  processes  over  3.7  billion  dollars  worth  of  secure  transactions 
per  quarter.  Truth  is, VeriSign  has  spent  the  last  seven  years  building  a  secure  infrastructure  for  the  Internet.  We'd  like 
to  do  the  same  for  your  business.  VeriSign  can  help  you  deploy  a  trusted  infrastructure  so  you  can  conduct  secure 
communications  and  transactions.  So  your  business  can  start  making  a  few  billion  transactions,  too.  s 

Learn  all  you  need  to  know  about  infrastructure  security  -  and  how  VeriSign's  managed  network  and  security  solutions  ^^riSi^IT 
can  help  you  -  by  downloading  our  new  white  paper:  Cyber  Security  in  the  Age  of  Action.  Visit  www.verisign.com/security  The value  of Trust 


■  PAYMENT  SERVICES  ■  TELECOMMUNICATION  SERVICES  ■ 

■  NETWORK  AND  SECURITY  SERVICES  ■  WEB  IDENTITY  SERVICES  ■ 


©  2002  VeriSign,  Inc.  All  rights  reserved,  VeriSign,  the  VeriSign  logo,  and  other  trademarks,  service  marks,  and  logos  are 
registered  or  unregistered  trademarks  of  VeriSign  and  its  subsidiaries  in  the  United  States  and  in  foreign  countries. 


There's  a  Dell  PowerEdge  for 
every  kind  of  business. 

From  "kind  of  start  up"  to  "kind  of  FORTUNE  500®" 
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Call:  M-F  7a-8p  Sat  8a-5p  CT 

Pricing,  specifications,  availability  and  terms  of  offer  may  change  without  notice.  Taxes  and  shipping  charges  extra,  and  vary.  U  S.  Dell  Small  Business  new  purchases  only.  Dell  cannot  be  held  responsible  for  errors  in  typography  or  photography. 

'This  device  has  not  been  approved  by  the  Federal  Communications  Commission  for  use  in  a  residential  environment.  This  device  is  not,  and  may  not  be,  offered  for  sale  or  lease,  or  sold  or  leased  for  use  in  a  residential  environment  until  the  approval  of  the 
FCC  has  been  obtained. 


'Service  may  be  provided  by  third  party.  Technician  will  be  dispatched  following  phone-based  troubleshooting.  Subject  to  parts  availability,  geographical  restrictions  and  terms  of  service  contract.  Service  timing  dependent  upon  time  of  day  call  placed  to  Dell. 
U  S.  only.  For  hard  drives,  GB  means  1  billion  bytes:  accessible  capacity  varies  with  operating  environment.  "Monthly  payment  is  based  on  48-month  QuickLoan  at  12.99%  interest  rate  for  qualified  Small  Business  customers.  Your  interest  rate  and  monthly 


No  matter  the  size  of  your  company,  we've  got  a  server  that  fits,  Dell  PowerEdge  servers  grow  with  your  business,  minimize  downtime,  are  easy  to 
integrate  and  even  easier  to  support.  No  matter  what  your  business  needs  -  from  file/print  to  database  management  -  you  can  choose  the  server  that  is  right 
for  you.  And,  by  dealing  direct  with  Dell,  you  get  a  system  customized  to  fit  your  business  needs,  at  an  affordable  price,  backed  by  our  award-winning  service  and 
support.  It's  a  nice  mix  of  exactly  the  server  you  need  with  exactly  the  server  you  want. 

Dell  Rated  #1  in  Intel-Based  Server  Satisfaction 

Technology  Business  Research 
Corporate  IT  Buying  Behavior  and  Customer  Satisfaction  Study 
.  2nd  Quarter  2002 

Dell  |  Small  Business  -August 2002 


PowerEdge™  600SC  Server  PowerEdge™  1600SC  Server 


NEW  Entry-Level  Server  with  Performance  Features 

•  Intel®  Pentium®  4  Processor  at  1 ,80GHz 

•  128MB  200MHz  ECC  DDR  SDRAM 

•  Upgradeable  to  4GB  of  Memory 

•  40GB5  (7200  RPM)  IDE  Hard  Drive 

•  Upgradeable  to  480GB5  of  Internal  Hard  Drive  Storage 

•  Embedded  Intel®  PRO  Gigabit50  NIC 

•  Five  PCI  Expandability  Slots  (4-64/33MHz,  1-32/33MHz) 
®  1-Yr  24x7  Dedicated  Server  Phone  Tech  Support 

•  1-Yr  Next  Business  Day  On-Site  Service3 

•  Small  Business  Pricing 


NEW  Reliable,  High-Performance  Server 

•  Intel®  Xeon"  Processor  at  1 ,80GHz 

•  Dual  Intel®  Xeon”  Processor  Capable  (up  to  2.80GHz) 

•  128MB  200MHz  ECC  DDR  SDRAM  (up  to  4GB) 

•  18GB5  (1  OK  RPM)  Ultra320  SCSI  Hard  Drive 

•  Upgradeable  to  438GB5  of  Internal  Hard  Drive  Storage 

•  Embedded  Intel®  PRO  Gigabit50  NIC 

•  Six  PCI  Slots  (2-64/1 00MHz,  2-64/66MHz,  2-32/33MHz) 

•  1-Yr  24x7  Dedicated  Server  Phone  Tech  Support 

•  1-Yr  Next  Business  Day  On-Site  Service3 

•  Small  Business  Pricing 


A  am  as  low  as  $16/mo.,  (46  pelts.30) 
’K/lM  60  Days  Same-As-Cash 

wTw  E-VALUE  Code:  14466-S20105 


$899 


as  low  as  $26  /mo.,  (46  pmts.30) 
60  Days  Same-As-Cash 

E-VALUE  Code:  14466-S20108 


Recommended  upgrades:  Recommended  upgrades: 

•  IDE  RAID  Hard  Drive  Controller,  add  $299  •  Hot-Swap  Hard  Drive  Capability,  add  $100 

•  System  Including  Windows®  2000  Server,  only  $1349  •  PowerConnect  2124* *  24+1  Ethernet  Switch,  add  $299 


PowerEdge™  2650  Server  PowerEdge™  2410  Rack  Cabinet 


2U  Scalable  Rack  Server  with  High  Processing  Power 

•  Intel®  Xeon”  Processor  at  2GHz 

•  Dual  Intel®  Xeon”  Processor  Capable  (up  to  2.80GHz) 

•  256MB  200MHz  ECC  DDR  SDRAM  (up  to  6GB) 

•  18GB5  (10K  RPM)  Ultra320  SCSI  Hard  Drive 

•  Upgradeable  to  365GB5  of  Internal  Hard  Drive  Storage 

•  Dual  Embedded  Gigabit50  NICs 

•  Dual-Channel  Integrated  UitralBO  SCSI  Controller 

»  Active  ID  Front  Bezel  for  Monitoring  System  Health 

•  3-Yr  Next  Business  Day  On-Site  Service3 
»  Small  Business  Pricing 

£  3s  low  as  $54/mo„  (46  pmts.30) 

60  Days  Same-As-Cash 

I  WWW  E-VALUE  Code:  14466-S2Q118a 


NEW  Highly  Serviceable,  Entry  Rack  Cabinet 

•  Accommodates  Rackable  Servers,  Storage,  and  Power- 
Management  Solutions  in  a  Compact  Environnment 

•  Easy  Manageability  with  Optional  Rapid  Rails  Mounting  and 
Tool-Free  Cable  Management  Solutions 

•  Dimensions:  Height  -  48";  Width  -  24”;  Depth  -  40” 

•  Max.  Load  of  1200  Pounds  Allows  for  Large  Storage  Capacity 

•  Built-In  Lockable  and  Ventilated  Front/Rear  Doors  to  Help 
Optimize  Security  and  Airflow 

•  Optional  UPS,  PDU  and  Console  Switches 


as  low  as  $26/mo.,  (46  pmts.30) 
60  Days  Same-As-Cash 


Recommended  upgrades: 

•  Dual-Channel  Embedded  RAID,  add  $299 

•  Hot-Swap  Redundant  Power  Supply,  add  $249 


Servers  for  any  size  business.  Easy  as 
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Click  www.dell.com/cio  Call  1-800-685-9224 


payment  may  be  same  or  higher,  depending  on  your  creditworthiness.  Minimum  transaction  size  of  $500  required.  Maximum  aggregate  financed  amount  not  to  exceed  $25,000.  Under  60  Days  Same-As-Cash  QuickLoan.  interest 
accrues  during  first  60  days  after  QuickLoan  Commencement  Date  (which  is  five  days  after  product  ships)  if  balance  not  paid  within  these  60  days.  OFFER  VARIES  BY  CREDITWORTHINESS  OF  CUSTOMER  AS  DETERMINED  BY 
LENDER.  Taxes,  fees  and  shipping  charges  are  extra  and  may  vary.  Not  valid  on  past  orders  or  financing.  QuickLoan  arranged  by  CIT  Bank  to  Small  Business  customers  with  approved  credit.  “This  term  indicates  compliance  with 
IEEE  standard  802. 3ab  for  Gigabit  Ethernet,  and  does  not  connote  actual  operating  speed  of  IGB/sec.  For  high  speed  transmission,  connection  to  a  Gigabit  Ethernet  server  and  network  infrastructure  is  required.  Dell,  the  stylized  E 
logo.  E-Value,  PowerEdge  and  PowerVault  are  trademarks  of  Dell  Computer  Corporation.  Intel,  Intel  Inside,  Pentium  and  Xeon  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and 
other  countries  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation.  ©2003  Dell  Computer  Corporation.  All  rights  reserved 
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Total  Leadership 


The  Ins 
and  Outs  of 
Personality 


Whether  you’re  reserved  or  outgoing,  here’s  how  to 
emphasize  the  positives  of  your  natural  style 

BY  PATRICIA  WALLINGTON 

YOU’VE  HEARD  IT  SAID  OF  PEOPLE  (maybe  even  of  you),  “What  a  great 
personality!”  Other  times,  personality  is  cast  in  a  negative  light, 
as  in  “That  meeting  was  nothing  but  a  personality  contest.”  So 
how  important  is  personality  to  leadership  effectiveness? 

The  dictionary  definition  of  personality  is  the  collection  of 
emotional  and  behavioral  traits  that  characterize  a  person.  That 
is,  your  personality  is  how  you  present  yourself  to  the  world.  It 
is  how  others  see  you.  Is  that  important  for  leadership  effec¬ 
tiveness?  I  think  so.  Your  public  persona  is  the  catalyst  for 
enrolling  followers. 

Some  say  you  need  to  be  an  extrovert  to  be  an  effective  leader 
Introverts,  on  the  other  hand,  are  commonly  characterized  as 
more  comfortable  with  ideas  than  with  people.  In  my  experi¬ 
ence,  either  style  can  be  successful,  as  each  has  its  merits,  and  dif¬ 
ferent  situations  may  call  on  the  strengths  of  either  approach. 
Just  be  mindful  of  the  need  to  emphasize  the  positives  of  your 
natural  style  and  mitigate  the  drawbacks. 

Extro!  Extro! 

You  are  sociable  and  unreserved,  you  like  people,  you  seek  out 


opportunities  to  convey  your  message.  Everyone  says  you  have 
a  great  personality.  So  your  road  to  leadership  effectiveness  is 
unblocked,  right?  Not  so  fast.  You  too  have  challenges. 

Some  years  ago,  when  I  was  working  in  the  oil  industry,  my 
team  was  negotiating  with  a  customer  while  exiting  a  line  of 
business.  The  customer  vice  president  was  charming  and  gre¬ 
garious  with  a  strong  personality.  His  10-person  team  was  in  the 
room  as  we  negotiated  the  terms  that  would  allow  us  to  end 
support  for  his  installation.  The  team  members  were  aware  of 
several  factors  that  would  have  been  favorable  to  their  negoti¬ 
ating  position — but  none  of  the  staffers  mentioned  them  to  the 
vice  president. 

Not  only  did  we  gain  agreement  to  end  support,  we  also 
received  liability  waivers  for  all  the  existing  installations.  And  he 
took  us  to  lunch  after  the  session!  In  a  postmortem,  my  group 
determined  that  the  vice  president’s  staff  was  intimidated  by  his 
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Total  Leadership 


presence.  The  environment  was  so  centered  on  their  boss  that 
intervention  seemed  too  risky.  They  would  rather  suffer  more 
onerous  terms  in  the  settlement. 

A  few  lessons  can  be  learned  from  that  example. 

Don’t  be  deafened  by  applause.  The  challenge  for  the  naturally 
extroverted  is  to  learn  to  hold  back  when  a  situation  calls  for  it. 
Basking  in  the  glow  of  your  own  charm  can  cause  you  to  over¬ 
look  important  facts. 

Try  to  underwhelm.  Your  exuberance  can  overwhelm  and 
intimidate.  Look  for  clues  that  others  have  something  to  con¬ 
tribute,  and  be  careful  not  to  shut  them  out. 

Let  the  last  be  first.  You  might  need  to  develop  the  discipline 


Whether  you’re  an  extrovert  or  an  introvert,  be  mindful 
of  the  need  to  emphasize  the  positives  of  your  natural 
style  and  mitigate  the  drawbacks.  Different  situations 
may  call  on  the  strengths  of  either  approach. 


to  let  others  speak  first  on  an  issue.  Listen,  then  decide.  Talking 
excessively  can  give  the  appearance  of  arrogance. 

Avoid  a  popularity  contest.  Be  wary  of  agreeing  too  quickly  just 
to  be  liked.  Seemingly  casual  assurances  have  a  way  of  coming 
back  to  haunt  you. 

For  extroverts,  leadership  success  is  usually  a  matter  of  ton¬ 
ing  down  the  intensity.  It  takes  only  a  little  practice  to  strike  the 
right  balance  and  enhance  your  strong  personality. 

Inside  Out 

The  requirements  of  leadership  sometimes  pose  a  bigger  chal¬ 
lenge  for  the  introvert.  The  primary  shortcomings  for  shy, 
reserved  people  are  generally  around  communication  and  acces¬ 
sibility.  A  thoughtful,  introspective  approach  can  be  mistaken 
for  aloofness  and  might  discourage  people  from  asking  ques¬ 
tions.  That’s  not  trivial;  if  you  can’t  effectively  communicate  your 
mission  and  objectives,  your  organization  will  drift  directionless. 

It  isn’t  necessary  to  undergo  a  personality  transformation  to  be 
effective.  You  just  need  to  find  a  way  to  bring  out  what’s  on  the 
inside.  Identify  the  areas  for  improvement  and  develop  strate¬ 
gies  to  strengthen  your  outward  image. 

This  was  my  personal  experience  early  in  my  career.  I  was 
very  shy  and  usually  waited  for  someone  else  to  make  my  point. 
But,  driven  to  succeed,  I  decided  to  work  on  my  communication 
skills.  I  began  speaking  in  public  away  from  my  office  until  I 
developed  a  comfortable  style  and  confidence.  My  “graduation” 
was  a  dinner  speech  to  300  people.  My  nerves  didn’t  let  me  eat 
a  bite,  but  I  was  recognized  by  the  organization  as  the  most 


inspirational  speaker  of  the  year!  Today,  I  may  still  take  a  deep 
breath  before  stepping  on  stage,  but  I  enjoy  public  speaking  a  lot. 

Here  are  a  few  suggestions  on  improving  your  communica¬ 
tion  and  public  speaking  skills  from  the  introvert  herself. 

Get  out  of  the  office.  The  tendency  to  hibernate  is  strong,  but 
you  need  to  get  out  and  mingle  with  your  staff  and  with  exec¬ 
utives.  Be  seen;  be  heard. 

Script  it.  Come  up  with  a  few  talking  points  on  subjects  in 
which  you  have  an  interest.  When  those  deadly  silences  in  the 
middle  of  conversations  or  meetings  give  you  a  panic  attack, 
these  can  be  useful  to  fill  the  space  and  calm  you  down. 

Reduce  the  risk.  When  you’re  comfortable  with  communi¬ 
cating  and  ready  to  practice  public  speak¬ 
ing,  look  for  low-risk  opportunities. 
Speak  at  colleges,  volunteer  groups  and 
professional  organizations.  Going  beyond 
your  company  gives  you  a  built-in  safety 
valve.  Judgment  from  outsiders  is  rarely 
as  harsh  as  from  those  who  know  you. 

Start  small.  If,  like  most  people,  you 
live  in  mortal  fear  of  speaking  to  large 
groups,  start  small.  Use  breakfast  meet¬ 
ings,  small  group  sessions  and  even  one-on-one  sessions  to  get 
comfortable  with  communicating. 

Smile.  Your  predisposition  may  affect  your  demeanor.  Vari¬ 
ous  speculative  interpretations  can  be  assigned  to  a  frown  or 
overly  sober  expression.  Remember  to  smile.  It  reflects  your 
inner  confidence  that  you  know  where  you  are  going  and  you 
want  people  to  follow. 

Remember  that  in  some  situations,  your  natural  tendencies 
will  be  just  the  right  prescription.  The  winds  of  change  can 
wreak  havoc  on  the  corporate  environment.  Your  calm  style 
can  be  a  soothing,  reassuring  influence  during  periods  of  chaos. 
Take  care  to  maintain  those  natural  strengths  even  while  enhanc¬ 
ing  other  skills. 

Personality  Plus 

Before  you  celebrate  your  new  insights,  recognize  that  neither 
an  extroverted  nor  introverted  style  will  ensure  a  positive  out¬ 
come,  even  when  flawlessly  executed.  Many  other  factors  con¬ 
tribute  to  success  in  an  organization:  the  quality  of  your  decisions, 
your  vision,  the  timeliness  of  your  execution,  the  productivity  of 
your  staff.  Your  personality  is  the  lens  that  will  reflect  these 
attributes  for  all  to  see.  BE] 


Does  the  reputation  of  CIOs  as  introverts  hold  true? 
Let  us  know  at  leadership@cio.com.  Before  retiring  in 
1999,  Patricia  Wallington  was  corporate  vice  presi¬ 
dent  and  CIO  at  Xerox.  She  is  now  president  of  CIO 
Associates  in  Sarasota,  Fla. 
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PEOPLESOFT  HAS 


NO  ONE  ELSE  DOES 
PURE  AND  SIMPLE. 


PeopleSoft.  Superior  technology  for  the  real-time  enterprise. 


Only  PeopleSoft's  Pure  Internet  Architecture  makes  the  real-time  enterprise  a  reality.  No  code  on  the  client 


means  instant  access  from  any  Web  device.  And  applications  that  reside  on  a  server,  not  thousands  of 
PCs,  means  easier  installation,  administration  and  updates.  Embedded  analytics  means  real-time  information 
and  analysis,  reducing  the  need  for  offline  reporting.  And  an  integration  framework  that  supports  Internet 
standards  -  including  Web  services  and  XML  -  means  easier  and  faster  integration  with  multi-vendor  and 
internally  developed  applications. 

Learn  more  by  visiting  us  at  www.peoplesoft.com/real-time  or  call  1-888-773-8277. 
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Creating  Value  Through  IT 


NewValue, 

Same 

Customers 

The  value  of  customers  goes  beyond 

what  they  spend 

BY  MOHANBIR  SAWHNEY 

A  FUNDAMENTAL  TENET  in  customer  relationship  management  is  that 
companies  win  by  attracting  and  keeping  their  most  valuable 
customers.  This  is  a  simple  concept  if  you  know  who  your  most 
valuable  customers  are.  But  many  companies  take  a  simplistic 
view  of  measuring  customer  value.  To  really  understand  what 
your  customers  are  worth,  you  need  to  think  broadly  about  the 
ways  in  which  customers  add  value  to  your  company.  And  you 
need  to  create  more  sophisticated  approaches  to  quantifying  the 
value  of  customer  relationships.  Knowing  the  true  value  of  your 
customers  will  lead  to  better  decisions  about  how  you  deploy 
your  technology  resources  in  offline  and  online  sales  channels. 

The  most  common  way  to  measure  the  value  of  a  customer  is 
the  Customer  Lifetime  Value.  Customer  Lifetime  Value  is  defined 
as  the  net  present  value  of  the  revenue  stream  from  a  customer 
relationship.  It  measures  how  much  business  the  customer  is 
expected  to  do  with  your  company  during  the  lifetime  of  your 
relationship.  But  few  large  companies  know  how  much  business 
they  do  with  a  customer  today,  let  alone  how  much  they  expea 
to  do  in  the  future.  Customers  may  buy  several  different  produas 
from  different  business  units  within  a  company,  but  the  silos  that 


separate  divisions  don’t  allow  for  accurate  accounting  of  the  total 
value  of  each  relationship.  For  instance,  Proaer  &  Gamble  found 
that  many  households  spend  almost  50  percent  of  their  con¬ 
sumer  packaged  goods  dollars  on  P&G  products.  However, 
P&G  doesn’t  know  which  customers  are  buying  what  because 
the  company  is  organized  around  brands,  not  customers. 

Know  Customer  Potential  and  Profitability 

Even  if  you  knew  the  customer’s  lifetime  value,  you  may  be  miss¬ 
ing  an  important  point.  The  measurement  focuses  on  the  value 
of  current  revenue  from  customers  and  ignores  the  option  value 
of  your  customer  relationships — how  much  business  you  poten¬ 
tially  could  do  with  a  customer.  Included  might  be  potential  rev¬ 
enue  from  produas  and  services  you  could  offer  in  the  future,  as 
well  as  additional  spending  by  customers  on  existing  produa 
lines.  Consider  how  Amazon.com  has  relentlessly  expanded  the 
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Today,  if  I'm  lucky. 


I'll  be  totally  ignored. 


That  means  systems  are  humming 


and  data  is  flowing. 


If  not,  I  have  to  fix  it. 


Preferably,  before  anyone  notices 


Save  the 


L5500 


Keep  bad  things  from  reaching  users  and  you'll  get  noticed  for  all  the  good  you  do.  One  way  is  to  use  an  L5500  automated  tape 
library  with  Tape  Mirroring  software  for  foolproof  backup  and  restore.  Or  a  D280  disk  system  with  Remote  Volume  Mirroring 
software  so  systems  rebound  fast.  Whatever  your  solution,  we'll  make  sure  you  only  get  noticed  when  you  want.  Learn  more 
about  this  story  and  other  ways  we  can  help  you  at  www.savetheday.com  ^3  StorageTek  save  the  Day.™ 


/ 


Net  Gains 


number  of  product  categories  and  services  it  offers.  Each  new  cat¬ 
egory7  creates  new  revenue  streams  and  increases  the  potential 
lifetime  revenue  from  a  customer.  Despite  initial  concerns  about 
Amazon  overextending  itself,  its  approach  to  becoming  the  “Wal- 
Mart  of  the  Internet”  seems  to  be  paying  off.  It  has  become  more 
profitable  recently,  and  its  stock  price  doubled  between  January 
and  November  2002  in  a  terrible  market.  Similarly,  brokerage 
firms  that  value  customer  relationships  based  on  the  current  size 
of  their  assets  may  miss  the  fact  that  younger  customers  may  be 
just  getting  started  on  their  peak  investment  years.  For  that  rea¬ 
son,  Fidelity  Investments  considers  young  professionals  under 
35  among  its  “core  customers”  with  the  most  future  potential. 


Think  more  insightfully  about  what  your  customers  are 
worth  and  improve  the  productivity  of  your  CRM  efforts. 


early,  so  they  can  serve  as  valuable  listening  posts  in  emerging 
markets.  For  instance,  when  the  e-procurement  company  Ariba 
was  getting  started,  it  landed  Cisco  as  an  early  customer  and  Peter 
Solvik,  Cisco’s  former  CIO,  as  a  board  member.  Cisco  not  only 
helped  Ariba  understand  what  features  would  be  important  for 
e-procurement  software,  it  gave  Ariba  some  procurement  soft¬ 
ware  it  had  written  in-house.  Those  contributions  were  crucial 
in  Ariba ’s  early  development,  and  helped  it  land  new  customers. 

Finally,  some  customers  are  valuable  not  because  of  the  direct 
value  of  their  relationships,  but  because  they  may  be  opinion 
leaders  or  influences  who  open  doors  to  other  customers.  For 
instance,  when  Texas  Instruments  launched  its  TI-92  calcula¬ 
tor  in  1996,  it  worked  closely  with  a 
large  group  of  high  school  teachers  who 
developed  a  sense  of  ownership  over  the 
design.  Each  teacher  in  turn  influenced 
the  purchasing  decisions  of  hundreds  of 


But  big  is  not  necessarily  beautiful  in  measuring  the  value  of 
customers.  Your  largest  customers  are  not  necessarily  the  most 
profitable  customers.  One  IT  services  company  I  spoke  with 
did  a  cost-to-serve  analysis  and  discovered  that  some  of  its 
largest  customers  were  actually  unprofitable  because  they  were 
also  the  most  expensive  accounts  to  serve.  Sales  cycles  for  larger 
customers  were  significantly  longer,  profit  margins  were  signif¬ 
icantly  lower  and  larger  customers  were  extremely  demanding 
of  service.  The  next  tier  of  customers,  which  had  lower  revenue 
potential,  was  actually  more  profitable  because  the  cost  to  serve 
these  customers  was  significantly  less.  By  using  activity-based 
costing  approaches  to  allocate  marketing,  sales  and  support 
costs  to  specific  customer  accounts,  you  can  create  a  more  accu¬ 
rate  picture  of  what  your  customers  are  really  worth.  Once  you 
know  the  revenue  and  the  cost  to  serve  specific  customer 
accounts,  you  can  align  sales-force  incentives  around  customer 
profitability,  as  opposed  to  customer  revenue.  You  can  even  use 
this  information  to  improve  customer  profitability  by  shifting 
customers  who  seek  lower  prices  to  online  sales  and  service 
channels,  where  your  service  costs  might  be  lower. 

Leverage  Early  Adopters 

But  profits  aren’t  the  only  measure  of  the  value  of  a  customer 
relationship.  There  are  customers  you  earn  from,  and  there  are 
customers  you  learn  from.  Companies  in  markets  where  products 
are  relatively  complex  or  where  customer  needs  (such  as  for  tech¬ 
nology)  are  poorly  understood  should  be  careful  to  distinguish 
between  those  two  types  of  customers.  In  those  markets,  there 
usually  is  a  small  set  of  “lighthouse  customers” — knowledgeable 
customers  who  can  offer  feedback  on  new  products  and  market¬ 
place  trends.  Those  customers  tend  to  experience  market  trends 


high  school  students,  despite  the  fact  that 
the  teachers  themselves  may  not  have 
bought  a  single  calculator.  Companies  such  as  Microsoft  also 
recognize  the  importance  of  “elite”  customers  and  enthusiasts. 
Microsoft  seeds  its  new  products  like  the  Pocket  PC  and  Tablet 
PC  with  these  elites,  and  bets  that  word  of  mouth  or  mouse 
will  take  over.  Beth  Goza,  who  manages  the  elites  and  enthusi¬ 
asts  program  for  the  Mobility  group  at  Microsoft,  doesn’t  share 
numbers,  but  says  the  returns  from  this  seeding  program  have 
exceeded  Microsoft’s  expectations.  Microsoft  has  even  succeeded 
in  converting  Jim  McCarthy,  an  expert  reviewer  of  Palm  devices, 
to  such  a  Pocket  PC  enthusiast  that  he  now  runs  a  website  ded¬ 
icated  to  the  handheld  device  (www.pocketanywhere.com). 

Five  New  Approaches  to  Customer  Value 

So  when  you  think  about  focusing  on  your  most  valuable  cus¬ 
tomers,  make  sure  that  you  value  customers  based  on: 

1 .  The  total  value  of  their  relationship  with  your  company 

2.  The  potential  value  of  their  relationship 

3.  The  profitability  of  their  relationship 

4.  The  insights  they  can  provide  your  company 

5.  The  influence  that  they  wield  over  other  customers 

By  thinking  more  insightfully  about  what  your  customers  are 
really  worth,  you  can  focus  your  resources  on  attracting  and 
keeping  the  right  type  of  customers.  This  focus,  in  turn,  will 
improve  the  productivity  of  your  CRM  efforts  and  will  position 
you  better  for  innovation  and  growth.  BE! 


How  do  you  measure  customer  value?  Write  us  at 
netgains@cio.com.  Mohanbir  Sawhney  is  the  McCor¬ 
mick  Tribune  Professor  of  Technology  at  Northwes¬ 
tern  University’s  Kellogg  School  of  Management. 
Reach  him  at  mohans@ketlogg.northwestern.edu. 
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wireless  local  area  networks 


MAKING  THE  CASE 


Intel  IT  uses  Test  Results,  ROI  to  Gain 
business  Support  for  WLAN  Deployment 


Wireless  LANs  without  an  ROI 
Wouldn’t  Fly 

That  was  the  stark  reality  for  global 
chipmaker  Intel  Corporation’s  IT  unit, 
which  had  helped  the  firm  realize  huge 
savings  by  driving  from  20  percent  to 
65  percent  the  number  of  its  80,000- 
person  workforce  using  notebook  PCs. 

Intel  IT  wanted  to  move  closer  to 
its  goal  of  enabling  anytime,  anywhere 
computing  by  rolling  out  WLANs, 
which  it  was  convinced  would  unlock 
their  investment  in  high-performance 
notebooks  by  enabling  workers  to  be 
significantly  more  productive.  But 
putting  a  price  tag  on  anticipated 
employee  productivity  gains — a  soft 
benefit — was  difficult. 

Working  together,  Intel  IT  and 
Intel  Finance  tackled  the  challenge  of 
measuring  time  savings  and  quantify¬ 
ing  (in  dollars)  the  productivity  gains 
realized  by  early  WLAN  users  and  pilot 
test  participants.  Buoyed  by  those 
results,  the  two  groups  built  a  solid 
business  case  that  demonstrates  a 
healthy  ROI  for  WLANs. 

Subsequently,  Intel  IT  used  this 
ROI  model  to  justify  expanded  WLAN 
deployment  to  over  80  wireless  net¬ 
works  worldwide.  CIOs  and  IT  man¬ 
agers  can  use  the  same  model  to  over¬ 
come  a  top  barrier  to  widespread 
WLAN  adoption — the  difficulty  of 


measuring  time  savings  and  linking  pro¬ 
ductivity  gains  to  a  quantifiable  ROI. 

“Intel  IT,  with  the  help  of  Intel 
Finance,  found  that  wireless  LANs 
deliver  positive  ROI  in  a 
wide  range  of  usage  sce¬ 
narios  and  user  seg¬ 
ments,”  says  Intel  Vice 
President  and  CIO  Doug 
Busch.  “A  well-designed 
program  of  wireless  de¬ 
ployment  should  produce 
this  kind  of  ROI  in  most 
companies.” 


halved  them  again  to  reflect  actual  pro¬ 
ductivity  gains. 

The  team  then  calculated  the  value 
of  each  user’s  productivity  gains  by 
multiplying  the  average 
hourly  “burden  rate” 
(salary  and  benefits)  by 
the  number  of  workdays 
per  year,  235.  These  con¬ 
servative  figures  enabled 
the  group  to  attach  a  dol¬ 
lar  figure  to  the  annual 
productivity  gains  from 
WLAN  usage.  To  ensure 


“Intel  IT,  with  the  help  of  Intel  Finance, 
found  that  wireless  LANs  deliver  positive 
ROI  in  a  wide  range  of  usage  scenarios  and 

user  segments.” 


— Doug  Busch,  Vice  President  and  CIO,  Intel 


Making  the  Case 

Intel  IT’s  plan  was  straightforward: 
assign  dollar  amounts  to  each  compo¬ 
nent  of  the  business  case  equation: 
Productivity  benefits  -  Startup  costs  — 
Sustaining  costs  (support,  etc)  =  ROI, 
and  then  do  the  math.  The  technology 
unit  drew  from  surveys,  interviews  and 
monitoring  of  early  WLAN  users  to 
help  measure  their  reported  time  savings 
in  hours  per  day. 

The  cross-functional  team  took  the 
numbers  from  WLAN  users  in  five 
segments:  engineering/product  man¬ 
agement,  manufacturing,  sales,  mar¬ 
keting  and  support,  and  then  halved 
the  figures  to  adjust  for  human  judge¬ 
ment,  and  then  took  the  results  and 


that  the  business  case  was  all-inclusive 
and  thorough,  Intel  Finance  took  the 
productivity  gains  per  user,  per  year, 
and  factored  in  such  costs  as  the  time 
value  of  money,  tax  consequences  and 
depreciation.  The  per-user,  per-year 
productivity  numbers  ranged  from 

$2,165  to  $5,816. 

Also  included  in  the  business  case 
were  estimated  infrastructure  startup 
costs  for  small,  medium  and  large 
buildings,  as  well  as  sustaining  costs, 
which  typically  consist  of  the  burden 
rates  associated  with  support  person¬ 
nel.  Quantifying  these  costs  requires 
that  IT  groups  estimate  what  percent 
of  their  time  will  be  devoted  to  the 
WLAN.  The  Intel  team  estimated  the 
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Tips  for  Making  the  Business  Case  for  WLAN 

Quantifying  the  benefits  of  wireless  networking  is  a  challenge.  Here  are  the 

proof  points  that  scored  high  and  ultimately  helped  influence  the  senior  business 

executives  at  Intel: 

•  Wireless  workers  maintain  more  frequent  contact  with  customers  and  coworkers; 

•  Increased  wireless  connectivity  enables  faster  decision-making; 

•  Employees  with  WU\N  enjoy  greater  flexibility  to  work  almost  anywhere,  anytime; 

•  Widening  deployment  of  public  WLANs  provides  employees  with  opportunities 
for  additional  flexibility  and  productivity; 

•  WLAN  leverages  the  value  you  are  already  receiving  from  your  investment  in 
high-performance  mobile  PCs; 

•  New  wireless  standards  incorporate  security  measures  that  are  stronger  than 
initial  out-of-the-box  solutions. 

Source:  Intel  Corporation 


time  required  per  installation  and  mul¬ 
tiplied  it  by  the  burden  rate  of  the  sup¬ 
port  personnel,  then  again  factored  in 
the  time  value  of  money,  tax  conse¬ 
quences  and  depreciation.  One  key 
piece  of  advice  from  Intel  IT:  It’s  far 
more  productive  to  team  with  your 
finance  unit  from  the  start,  and  tap 
into  its  knowledge  base  when  making  a 
business  case  for  a  technology  based  on 
soft  benefits,  than  to  go  it  alone  and 
meet  only  when  presenting  the  case  to 
cost-conscious  senior  managers. 

“Working  with  your  finance 
group  on  a  wireless  LAN  pilot  pro¬ 
gram  is  a  great  first  step  for  IT 
managers  who  are  either  on  the 
fence  or  are  having  trouble  getting 
buy-in,”  explains  the  Intel  Finance 
manager  who  assisted  Intel  IT. 

“We  helped  them  get  an  under¬ 
standing  of  what  the  gains  are,  and 
provided  momentum.” 

ROI  in  Action 

Based  on  Intel’s  calculations  and 
experience  over  a  three-year  period, 
companies  can  see  a  healthy  ROI 
on  WLANs.  Intel  estimated  a  net 
present  value  ROI  of  $4.6  million 
for  the  large  building  scenario, 
$940,000  for  a  medium  building 
deployment,  and  $280,000  for  the 
small  building  installation.  See 
chart  at  right. 


This  means  that  start-up  and  sus¬ 
taining  costs  combined  over  three  years 
still  equal  just  one-tenth  to  one-twen¬ 
tieth  of  a  conservative  productivity 
benefit  realized  over  the  same  period. 

And  the  more  WLAN  users,  the 
better.  Intel  IT  points  out  that  as  a 
company  adds  more  users  to  a 
WLAN,  the  cost  per  user  plummets, 
while  the  ROI  climbs.  As  a  result,  it 
doesn’t  take  many  users  to  pay  for  the 
infrastructure. 


Not  If  But  When 

While  the  Intel  team  made  the  business 
case  by  quantifying  user  productivity 
increases  from  the  use  of  WLANs,  there 
are  many  other  ancillary  benefits  that 
users  can  reap.  After  the  pilots,  roughly 
160  Intel  WLAN  users  were  surveyed 
with  results  asserting  that: 

•  68%  of  respondents  indicate  they  use 
the  WLAN  continuously  or  most  of 
the  time  during  work  hours; 

•  62%,  if  given  a  choice  between  a 
wireless  and  a  wired  connection, 
choose  wireless  wherever  possible; 

•  The  average  WLAN  user  saves  a  sig¬ 
nificant  amount  of  time  previously 
spent  in  meetings. 

Asked  to  reflect  on  Intel  IT’s  busi¬ 
ness  case  for  WLANs  and  the  early 
results  from  the  company’s  ambitious 
ongoing  global  deployment  program, 
CIO  Busch  is  direct.  “IT  groups  have 
what  they  need  to  change  the  way  busi¬ 
nesses  consider  wireless  LAN  deploy¬ 
ments.  The  ROI  is  clearly  there  for 
WLAN.  It’s  no  longer  a  decision  of 
whether  to  deploy,  but  rather  how, 
when,  and  where.”  • 


By  the  Numbers 

Based  on  Intel’s  experience,  ROI  goes  up 
as  WLAN  users  increase. 


032 

WLAN 

users 


Source:  Intel  IT,  Wireless  LANs:  Linking  Productivity  Gains  to  ROI. 
‘ROI  is  net  present  value  over  three  years 


Want  to  Know  More? 

Get  the  complete  white  paper  this 
article  is  based  on  along  with  other 
in-depth  wireless  networking  guides 
and  white  papers  at: 

www.intel.com/go/wireless 

These  guides  include: 

•  Wireless  LANs:  Linking  Produc¬ 
tivity  Gains  to  ROI 

•  Five  Steps  to  Deploying  a  Wire¬ 
less  LAN 

•  Wireless  802.11  Security  in  a 
Corporate  Environment 
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Changing 
Horses  in 
Midstream 

How  the  CIO  of  Terra  Lycos  helped  his 
company  change  direction,  fast 

BY  TIMOTHY  WRIGHT 

BY  JANUARY  2001,  it  was  crystal  clear  that  my  company,  Terra  Lycos, 
was  in  trouble.  The  online  advertising  market  had  completely 
dried  up,  and  the  big  e-commerce  deals  were  nowhere  to  be 
seen.  It  was  definitely  time  to  try  something  new.  You  know  the 
adage,  “There  is  no  such  thing  as  a  free  lunch.”  Well,  we  were 
going  to  have  to  start  getting  people  to  pay  for  their  food. 

The  question  was,  how? 

If  ever  the  requirement  for  a  close  relationship  between  the 
company’s  technology  and  business  organization  existed,  it  was 
now.  The  future  of  Terra  Lycos  was  at  stake,  and  we  had  very 
little  time  to  come  up  with  some  answers.  I  had  seen  these 
types  of  situations  before,  and  it  was  easy  to  see  this  becoming 
a  political  firestorm  as  accusations  flew  about  who  should  have 
seen  this  coming  and  who  was  to  blame. 

We  were,  as  Chairman  and  CEO  Joaquim  Agut  put  it, 
“going  to  have  to  change  the  wings  while  the  plane  is  flying.” 
And  the  plane  itself  was  huge.  Terra  Lycos  operates  more  than 
300  products  in  43  countries  and  in  19  languages  and  has  more 
than  110  million  monthly  unique  visitors.  We  operate  some  of 
the  most  popular  websites  in  the  United  States  and  are  the 
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largest  Internet  access  provider  for  Spain  and  South  America. 
Our  product  teams  are  distributed  geographically  in  nine  dif¬ 
ferent  countries  and  communicate  in  multiple  languages.  Some 
of  our  most  respected,  long-established  products  like  Tripod 
and  Angelfire,  which  provide  personal  Web  publishing  serv¬ 
ices,  or  Lycos  and  Hotbot’s  search  services,  were  struggling  to 
survive.  Advertising  was  not  carrying  the  load,  and  we  real¬ 
ized  that  we  would  have  to  start  charging  for  those  products. 
Fortunately,  we  had  already  tested  a  direct-sales  formula  that 
users  had  shown  they  were  prepared  to  pay  for.  So  we  had  a 
formula  that  could  be  applied  to  our  flagship  products. 

Changing  our  business  model  in  midair  was  going  to  take 
clear  communication  and  a  lot  of  trust.  Both  of  those  were 
unknown  entities  in  January  2001.  Just  three  months  prior, 
Lycos  had  been  acquired  by  Terra  Networks  S.A.  of  Spain. 
Management  had  spent  the  eight  months  leading  up  to  the 
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transaction  trying  to  figure  out  what  the  two  organizations 
brought  to  the  table  and  which  was  going  to  be  in  charge  once 
the  deal  closed.  To  further  complicate  matters,  the  heads  of 
sales,  finance,  legal  and  product  management  all  left  within 
weeks  of  the  merger. 

Needless  to  say,  the  remaining  team  had  its  work  cut  out. 
The  first  thing  Agut  did  was  set  up  a  strategic  management 
team  that  spanned  the  Atlantic.  That  group,  made  up  of  man¬ 
agers  from  marketing,  sales,  finance,  product  management 
and  technology  (myself),  began  meeting  face-to-face  once  a 
month  in  different  locations  around  the  world,  such  as 
Barcelona,  Boston,  Madrid,  Miami,  Monterrey  (Mexico)  and 


It  is  much  easier  to  pull  a  global  project  together 
if  you  have  broken  bread  with  every  member  of 
the  project  team. 


Rio  (Brazil).  We  also  met  via  video  conference  once  a  week. 
The  purpose  of  those  meetings  was  not  simply  to  establish  a 
common  set  of  priorities  and  debate  open  issues  but  to  also 
build  relationships  and  understand  the  philosophy  of  the  new 
company.  Such  partnerships  were  essential  as  we  moved  from 
a  decentralized  fiefdom,  where  each  country  or  region  had  its 
own  products  and  technology  solutions,  to  a  more  cohesive 
global  entity. 

I  expanded  that  team  building  effort  into  my  own  domain, 
forming  a  Tech  Council  comprising  the  leaders  of  the  technol¬ 
ogy  teams  from  around  the  world.  We  bring  the  team  together 
once  per  quarter,  meeting  in  far  off  places  such  as  Mexico, 
Peru,  Spain  and  back  here  in  the  United  States.  And  we  also 
meet  via  phone  weekly.  Once  again,  we  have  seen  tangible 
improvements  in  coordination  and  cooperation  on  projects.  It 
is  much  easier  to  pull  a  project  together  when  you  have  broken 
bread  with  every  member  of  the  team,  especially  when  you 
need  to  coax  that  last  extra  effort  to  hit  a  tough  deadline.  In  a 
small  gesture  of  my  own,  I  started  taking  Spanish  classes.  That 
went  a  surprisingly  long  way  in  generating  goodwill — I  was 
making  an  effort  to  communicate  with  my  colleagues,  and  they 
appreciated  the  effort.  I  still  am  terrible  at  the  language,  but  that 
is  now  a  point  of  great  humor  and  helps  ease  the  tension. 

I  am  the  first  to  admit  that  this  has  been  a  long  and  at  times 
painful  road.  I  was  out  of  the  country  more  in  the  first  six 
months  of  2002  than  I  was  at  home,  a  situation  that  my  wife 
and  7-year-old  son  were  less  than  thrilled  with.  On  the  profes¬ 
sional  side  of  the  ledger,  arriving  at  a  consensus  on  how  to 
drive  our  products  toward  profitability  was  not  easy.  Regional 
priorities  for  the  businesses  were  different  and  in  some  cases 


conflicting.  The  business  team  in  Brazil  did  not  necessarily  share 
the  opinion  that  a  pay-for-inclusion  search  product  was  more 
important  than  their  new  catalog  requirement.  Lycos  Europe 
wanted  to  be  the  deployment  headquarters  for  Matchmaker, 
but  so  did  Terra  Lycos  Brazil.  We  had  to  resolve  countless  such 
conflicts,  too  many  to  list  here.  Product  managers  soon  learned 
that  they  would  have  to  furnish  a  clear  ROI  before  projects 
got  into  engineering. 

We  also  had  to  spend  considerable  time  finalizing  some  of  the 
new  product  specs  to  the  point  where  the  “death  by  a  thou¬ 
sand  paper  cuts”  threatened  to  overwhelm  the  momentum  of  the 
teams.  We  finally  realized  that  assigning  product  managers  to 
particular  projects  regardless  of  their  geo¬ 
graphic  location  was  the  only  way  to  get 
those  projects  off  the  collective  drawing 
board.  That  was  different  from  our  previ¬ 
ous  model,  which  relied  on  a  more  decen¬ 
tralized  regional  process,  and  it  took  some 
getting  used  to.  Then,  in  the  middle  of  the 
whole  transformation,  we  had  to  reduce  the 
workforce  by  almost  25  percent.  In  retrospect,  that  actually 
focused  the  teams  better,  as  we  were  forced  to  identify  only 
those  products  that  we  knew  could  become  best-in-class  and 
cut  resources  from  those  that  might  not.  At  the  time,  however, 
that  caused  a  significant  loss  of  focus,  as  staff  members  spent  too 
much  time  worrying  about  politics  and  lobbying  for  their  spe¬ 
cific  product. 

In  the  past  year,  we  have  relaunched  almost  every  strategic 
product  across  the  network.  We  have  deployed  new  subscription 
versions  of  the  flagship  websites  and  tools  for  those  sites,  Inter¬ 
net  Access,  Angelfire,  Anti-Virus,  Dating,  Domain  Names, 
Finance,  Mail,  Search,  Tripod  and  many  more.  These  products 
all  launched  with  excellent  price  performance.  Our  user  com¬ 
munity  tells  us  our  products  are  better  than  the  competition, 
and  we  have  exceeded  expectations  on  revenue  and  subscribers. 
The  company  ended  September  2002  with  2.5  million  paying 
subscribers  for  access,  communications  and  portal  services. 

We’re  still  not  out  of  the  woods.  Last  November,  we  had  to 
lay  off  21  percent  of  our  workforce  in  this  country.  We  are  not 
yet  profitable,  but  we  expect  to  turn  the  corner  in  2003.  And 
we  stand  ready  to  meet  the  future.  Putting  the  customer  first, 
knowing  who  our  partners  are  and  building  quality  into  every 
product  should  guide  us  through.  HE! 


Timothy  Wright  is  senior  vice  president  of  Global 
Technology  and  CTO  and  CIO  of  Terra  Lycos,  a  global 
Internet  company.  He  can  be  reached  at  tim.wright@ 
corp.terralycos.com .  If  you  have  a  story  to  share  with 
your  peers,  let  Executive  Editor  Alison  Bass  know  at 
abass@cio.com. 
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ERP  Consolidation 


Celanese  needs  to  merge  seven  SAP  systems 
into  one— a  project  expected  to  take  1,000 
days.  Here’s  the  story  of  one  of  them. 


BY  SCOTT  BERINATO 


IN  THE  GO-GO  '90S,  LARGE  COMPANIES  EVERYWHERE  DECENTRALIZED  AND 
customized  their  ERP  systems.  Now  that  the  party's  over,  it’s  time  to  clean  up 
and  work  on  the  difficult  task  of  integrating  many  systems  into  one.  This  kind  of 
systems  rollup  will  be  the  predominant  type  of  ERP  project  CIOs  at  large  com¬ 
panies  will  face  duringthe  next  half-decade. 

At  Celanese,  a  $4.5  billion  global  chemicals  maker,  rollup  means  integrating 
many  SAP  systems— plans  called  for  13  when  the  project  started,  but  that's 

been  scaled  back  to  seven— into  one.  Celanese's 
project,  called  OneSAP,  began  in  summer  2001 
and  won't  end  until  mid-2004— 1,000  days.  This 
story  is  about  one  of  those  days,  Oct.  3,  2002, 
with  Celanese’s  IT  group  in  Dallas,  when  CIO  Karl 
Wachs  and  his  project  leaders  are  finalizing  the 
system's  blueprints.  The  day  starts  early. 


Reader  ROI 

►  Why  enterprises  are  invest¬ 
ing  in  ERP  rollups 

►  A  day  in  one  global 
company’s  rollup  experience 

►  How  Celanese's  CIO  stays 
on  top  of  the  project 
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[6:45am] 

Project  Leadership  Morning  Meeting 


WHERE  IS  THAT  SOFTWARE  MODULE? 

The  purple  night  sky  is  turning  morning 
blue,  but  the  sun  hasn’t  yet  risen  over  greater 
Dallas.  Two  dozen  Celanese  project  leaders 
are  settled  into  their  regular  morning  meet¬ 
ing,  taking  turns  giving  progress  reports  on 
OneSAP. 

Wachs  is  here,  though  he  usually  avoids 
these  meetings  for  fear  his  team  will  speak 
less  freely  with  the  boss  around.  Standing  in 
front  of  a  business  process  flowchart  on  the 
wall,  Wachs  sips  a  Pepsi  One.  (This  could  be 
a  product  placement;  Celanese  makes  Pepsi 
One’s  sweetener.)  One  of  the  project  man¬ 
agers  introduces  this  reporter,  perhaps  as  a 
caution  to  the  team  to  behave.  Across  the 
room,  a  staffer  leans  back  in  his  chair.  “So, 
have  you  chosen  a  genre  for  your  article 
yet?”  he  asks.  “Suspense?  Thriller?” 

The  room  goes  silent  as  everyone  waits  for 
a  response.  “Horror  story?”  I  suggest,  smiling. 

As  nervous  laughter  cycles  through  the 
room,  Wachs  points  his  soda  can  at  the 
team,  smiles  and  says  in  a  thick  German 
accent,  “There.  That’ll  get  the  juices  flowing. 
Let’s  go.” 

Wachs  and  his  team  know  that  OneSAP 
will  sound  like  a  horror  story  to  those  unfa¬ 
miliar  with  the  rollup  concept.  Celanese 
manages  13  SAP  systems  (versions  3.1,  4.5 
and  4.6)  scattered  across  five  data  centers 
that  serve  five  business  units.  (Since  our  visit, 
Celanese  sold  off  one  business  unit,  leaving 
only  10  SAP  systems.)  OneSAP,  conceived 
by  Wachs  after  he  received  marching  orders 
to  cut  costs  (and  for  other  reasons  that  will 
become  clear),  will  roll  up  the  systems  into 
one  instance  of  the  enterprise  software.  At 
the  same  time,  OneSAP  introduces  several 
new  and  critical  features  to  Celanese,  such  as 
supply  chain  forecasting.  After  an  11 -month 
approval  process  that  ended  in  June,  the 
board  gave  Wachs  21  months  to  pull  it  off. 

Celanese  officially  declines  to  say  how 
much  OneSAP  will  cost.  Wachs  told  CIO  in 
a  previous  interview  that  it  will  cost  between 
$100,000  and  $200,000  per  day.  A  project 


manager  let  slip  a  figure  of  $60  million.  ERP 
experts  say  that’s  a  reasonable  number. 
Celanese  believes  OneSAP  will  pay  for  itself 
two  years  after  it’s  fully  deployed. 

The  meeting  moves  efficiently  through  a 
litany  of  status  reports,  using  a  red,  yellow, 
green  system  for  marking  progress  on  dif¬ 
ferent  elements  of  the  project.  While  certain 
aspects  such  as  the  supply  chain  planning 
group  are  in  yellow  (between  two  and  five 
days  behind),  OneSAP  as  a  whole  is  in 
green.  It  is  about  1  percent,  or  less  than  two 
days,  behind  schedule. 

The  meeting  is  marked  by  German, 
Indian,  British  and  Texan  accents  speaking 
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the  languages  of  SAP,  Six  Sigma,  project 
management  and  Celanese. 

One  acronym,  SCEM,  doesn’t  whiz  by. 
When  it’s  brought  up,  the  meeting  takes  on 
a  concerned  tone.  SCEM,  Supply  Chain 
Event  Management,  is  a  new  ERP  feature 
from  SAP — still  in  beta  development — that 
is  meant  to  help  a  company  like  Celanese 
better  manage  its  supply  chain.  The  ICE 
(interfaces,  conversions,  enhancements) 
group  at  Celanese  needs  the  vendor’s  SCEM 
beta  code  more  or  less  today. 

“What  can  easily  drive  us  into  red,”  the 
project  manager  who  needs  SCEM  says,  “is 
not  having  that  software.” 

ERP,  A  TWO-TRACK  MIND-SET 

One  way  to  look  at  major  ERP  projects  is  as 
if  they  are  railroad  tracks.  There  are  two 


rails  to  follow,  a  technical  one  and  a  cultural 
one,  which  are  tied  together.  There’s  a  sense 
at  Celanese  that  the  technical  rail — the 
code,  interfaces,  documentation — is  easy. 
Even  building  OneSAP  doesn’t  much  worry 
Wachs,  or  anyone  else  in  the  room.  Cul¬ 
turally,  though,  OneSAP  is  the  hardest  proj¬ 
ect  in  the  world. 

That’s  because  Celanese  has  traditionally 
operated  as  a  holding  company,  letting  its 
five  business  units  run  themselves.  Over 
time,  they  developed  a  fierce  independence, 
which  made  it  hard  for  Celanese  corporate 
to  make  decisions  for  the  whole  company. 
Cam  Carlson,  the  project  director,  will  say 
twice  today:  “Historically,  Celanese’s  culture 
has  not  been  so  good  at  decision  making.” 
Over  time,  the  staff  says,  Celanese  earned 
its  reputation  for  building  consensus  and 
avoiding  decisions.  (Under  current  project 
management  wisdom  forwarded  by  gurus 
like  Patrick  Lencioni,  consensus  is  bad.  It 
means  you’re  trying  to  placate  everyone;  it 
leads  to  mediocrity.) 

OneSAP  is  meant  to  change  all  of  that — 
to  get  the  five  businesses  sharing  processes  and 
systems  while  accepting  that  they  are  account¬ 
able  to  Celanese  as  a  whole.  “The  real  project 
is,  we’re  trying  to  become  one  company,  and 
this  is  how  we’re  doing  it,”  says  OneSAP 
Integration  Manager  Russ  Bockstedt. 

Culturally,  that  means  Celanese  must  turn 
itself  inside  out.  And  to  do  that,  Carlson  says, 
“we’re  going  to  have  to  make  people  feel  pain 
to  an  almost  near-death  experience.  That’s 
the  only  way  to  get  to  the  ultimate  goal.” 

If  Wachs  pulls  it  off,  Celanese  wins  big. 
OneSAP  means  decommissioning  14  major 
systems — both  ERP  and  non-ERP — and  the 
costs  that  go  with  them.  Wachs  has  talked 
to  peer  CIOs  who  have  realized  operational 
savings  in  the  30  percent  to  50  percent  range 
by  reducing  the  waste  that  comes  from  doing 
the  same  thing  five  different  ways  in  five  dif¬ 
ferent  business  units.  Analysts  suggest  returns 
can  be  had  in  less  than  two  years.  OneSAP 
has  the  power  to  transform  the  company. 

Or,  if  it  fails,  debilitate  it.  At  a  time  in  the 
chemicals  industry  when  the  cost  of  raw 
materials  is  up  and  revenues  are  down, 
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Celanese  has  set  a  goal  to  double  sales  in 
five  years,  leaving  behind  peers  like  BASF 
and  Eastman  Chemical  to  compete  with  the 
Dows  and  DuPonts.  Part  of  that  revenue 
doubling  will  have  to  come  from  acquisi¬ 
tions.  To  pay  for  them,  Celanese  must  boost 
its  stock  price  (which,  for  three  years,  has 
bobbed  around  $20)  and  keep  costs  in 
check.  All  of  that  depends  on  the  rollup  to 
OneSAP.  If  that  rollup  fails,  so  does 
Celanese’s  aggressive  business  strategy. 

“If  we  don’t  do  it,”  Wachs  says,  “we’ll  be 
second  class.  We  have  to  do  it.” 


[8:00am]  \ 

Workstream  Design  Meeting 

INSIDE  THE  SAUSAGE  FACTORY 

On  this  day,  OneSAP  is  mired  in  the  muck 
of  the  blueprinting  phase,  when  integration 
happens  at  an  arduously  technical  level. 
Developers  here  will  argue  over  the  impli¬ 
cations  of  the  ship  to  schema  versus  the  sold 
to  schema  in  SAP’s  Advanced  Planner  & 
Optimizer  module.  Before  that,  though,  the 
subject  of  the  tardy  supply  chain  event  man¬ 
agement  module  comes  up.  If  the  technical 
team  doesn’t  get  the  package  from  SAP  right 
away,  the  team  will  have  to  postpone  its 
work  on  SCEM  for  four  weeks  for  schedul¬ 
ing  reasons — and  put  the  project  behind. 

“Rollups  are  not  so  much  about  replacing 
ERP  as  they  are  about  redeploying  what  you 
have,”  says  AMR  Research  analyst  Jim 
Shepherd.  “Decentralized  businesses  are 
inefficient,  and  everyone  needs  to  be  more 
efficient  now.  They  want  centralized  financ¬ 
ing,  for  one,  given  they  have  to  sign  off  on 
this  stuff  now.  Customer  requirements,  like 
single  invoicing,  are  driving  them  back  to 
one  system.  And  they’re  also  realizing  that  a 
single  view  might  give  them  opportunities 
to  cross-sell  and  upsell  customers  between 
business  units.” 

Wachs  boils  it  down.  “Top  management 
calls  this  inefficiency.  The  lower  guys  call  it 
stupidity.  When  you  have  five  different  pricing 
models,  it  creates  inconsistencies,”  he  says. 

The  integration  meeting  plods  along,  led 


ROLLING  UP  SEVEN  ERP  SYSTEMS  INTO  ONE  MEANS  CELANESE  MUST  MOVE  AWAY 
FROM  ITS  DECENTRALIZED  CULTURE,  SAYS  INTEGRATION  MANAGER  RUSS  BOCKSTEDT. 
HE  SAYS  THAT’S  A  CHANGE  FOR  THE  BETTER. 


by  Bockstedt,  the  former  CIO  of  Celanese’s 
Ticona  plastics  business  (where  he  oversaw 
that  SAP  deployment).  Today,  the  team  is 
checking  progress  on  tasks  such  as  batch 
determination  and  demand  forecasting.  The 
accounts  payable  scanning  feature  is  late. 
The  team  says  it  will  call  a  consultant  who 
already  wrote  3,000  lines  of  code  that  was 
supposed  to  make  that  feature  work.  Bock¬ 
stedt  presses,  “Should  we  descope  it?”  Rep¬ 
resentatives  from  the  finance  group  convince 
Bockstedt  to  keep  it  in  scope  for  now. 

TRUE  INTEGRATION  REQUIRES  FAITH 

There’s  something  religious  about  embracing 
ERP.  It  requires  faith  that  the  destination 
will  justify  a  long  period  of  sacrifice  and 
change.  And  it  requires  discipline. 

The  late  ’90s  were  secular,  and  its  distinc¬ 


tions — independence,  entrepreneurship,  de¬ 
centralization — can  be  seen  as  euphemisms 
for  what  was  really  going  on:  an  utter  lack  of 
discipline.  Instead  of  adapting  to  ERP,  large 
companies  bought  ERP,  hired  consultants, 
dismantled  the  software  and  rebuilt  it  to  fit 
existing  business  processes.  They  were 
designing  religious  tenets  around  how  they 
lived  rather  than  living  by  religious  tenets. 

The  Celanese  ERP  rollup  is  about  redis¬ 
covering  religion.  Instead  of  tailoring  soft¬ 
ware  to  the  business,  the  business  conforms 
to  the  software.  Of  course,  that  deliberately 
brings  pain,  as  Carlson  noted,  and  demands 
that  people  change.  The  obvious  risk  here  is 
that  too  much  pain  can  maim  or  kill  the 
organization,  that  is,  if  the  company  can  even 
find  the  discipline  it  lacked  in  the  first  place. 

Wachs  says  he’ll  know  when  discipline 
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flags.  “If  we  tolerate  business  units  explaining 
why  their  outputs  are  different  so  that  they 
don’t  have  to  change  their  inputs,  then  we 
have  lost,”  he  says.  “The  mistake  of  the  past 
was  trying  to  adapt  software  to  the  business.” 

Eventually,  the  integration  meeting  gets 
stuck  in  the  mud.  Sensing  this,  Bockstedt 
gives  it  a  push.  “This  is  what  you’ve  agreed  to 
do  over  the  next  week,”  he  says,  calling  up 
another  spreadsheet.  “It’s  quite  a  bit.”  For  a 
while  no  one  speaks.  SCEM  is  still  hanging 
out  there,  unresolved.  Finally,  one  staffer 
speaks  up:  “We’ve  communicated  with  SAP 
by  phone.  By  e-mail.  We  got  no  response. 
Should  we  send  Karl  in  to  do  something?” 

Leaning  back  in  his  chair,  Bockstedt  says, 
“I  think  it’s  time  to  pull  the  trigger  on  that.” 


1,000 

Days  in  Five  (Not  So)  Easy  Steps 

Celanese  CIO  Karl  Wachs’s  OneSAP 
project  time  line  (all  dates  approximate) 


PHASE  1:  SELLING  July  2001  to  February  2002 

Complexity:  Low 

Work:  Convincing  the  Celanese  board  and  independent  business  unit  heads 
that  rolling  13  (later,  seven)  ERP  systems  into  one  makes  sense. 

Team:  70  IT  staffers  and  other  project  members  involved,  along  with  a  small 
team  of  consultants. 

Milestone:  Board  approval  to  move  forward  with  a  scoping  project. 

Result:  In  February  2002,  Celanese  board  approves  a  scoping  project  to 
determine  what  the  rollup  will  require  in  money,  time,  people  and  technology. 


[8:57am]  J 

CIO  Karl  Wachs’s  Office 

CALL  HIM  CONFIDENT.  OR  CRAZY. 

Wachs  speaks  rather  softly.  His  demeanor 
echoes  his  business-casual  dress.  His  most 
demonstrable  emotion  is  puzzlement — his 
face  goes  blank  in  an  instant,  and  he  volleys 
your  questions  back  as  terse  rhetoricals.  It  is 
not  rudeness  so  much  as  it  is  incomprehen¬ 
sion.  For  example,  Celanese  recently  snapped 
up  a  $150  million  emulsions  company,  Clari- 
ant,  that  now  must  be  slipped  into  the  One¬ 
SAP  strategy.  Wachs  is  asked  if  that  adds  risk 
to  OneSAP.  Baffled  and  agitated  he  shoots 
back,  “What  are  you  going  to  do?  What? 
That’s  normality.” 

When  Celanese  AG  demerged  from 
Hoechst  AG  in  late  1999,  the  company 
launched  a  slew  of  integration  initiatives 
known  internally  as  One  Celanese.  Hiring  a 
global  CIO  was  part  of  the  effort.  Celanese 
found  Wachs  at  the  Mount  Olive,  N.J., 
wing  of  chemicals  giant  BASF,  where  he 
was  director  of  systems  integration.  Prior 
to  BASF,  Wachs  worked  with  the  North  Jer¬ 
sey  Media  Group,  managing  IT  for  the 
company  that  publishes  The  Record  of 
Bergen  County,  N.J. 

Wachs  started  at  Celanese  in  2001  with 
no  direct  reports  and  one  directive:  Cut  costs. 


PHASE  2:  SCOPING  March  to  May  2002 

Complexity:  Low 

Work:  Canvass  120  business  managers  to  determine  project  cost  and  complexity. 
Team:  10  full-time  employees,  more  than  a  dozen  part-time,  plus  consultants. 
Milestone:  Board  approval  to  create  a  OneSAP  blueprint. 

Result:  Board  commits  20  percent  of  the  total  budget  needed  for  OneSAP 
with  the  option  to  cancel  the  rest  if  the  blueprint  doesn’t  pan  out. 

PHASE  3:  BLUEPRINTING  June  to  December  2002 

Complexity:  High 

Work:  Design  and  validation  of  the  templates  that  make  up  the  system. 

Team:  70  employees  working  full-time  along  with  30  consultants. 

Milestone:  In  December,  the  business  process  owners  sign  a  document  saying 
they  stand  behind  the  blueprint  and  OneSAP’s  viability. 

Result:  Board  commits  budget  to  the  rest  of  OneSAP  project. 

PHASE  4:  TEMPLATE  DESIGN  January  to  August  2003 
Complexity:  Medium 

Work:  Detailed  design  and  construction  of  system;  technically  arduous  but  low-risk. 
Team:  The  same  team  of  100  employees  and  consultants. 

Milestone:  System  templates  ready  for  production  and  deployment. 

Result:  OneSAP  deployment  begins. 

PHASE  5:  ROLLOUT  September  2003  to  March  2004 

Complexity:  High 

Work:  All-consuming  but  staggered:  Different  groups  switch  over  to  new  system 
at  different  times. 

Team:  All  12,000  Celanese  employees,  plus  some  consultants. 

Milestone:  When  the  first  user  logs  on  successfully. 

Result:  Celanese  is  an  integrated  operating  company.  At  press  time,  final  rollout 
schedule  was  to  be  determined. 

SOURCE:  CELANESE 
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CELANESE  FOUND  THAT  ALL  OF  ITS  PEERS-AND  RIVALS-HAD  MOVED  TO  CONSOLI¬ 
DATE  ERP  SYSTEMS,  SAYS  PROJECT  MANAGER  PAUL  PETERS. 


Cover  Story  |  ERP  Consolidation 

First,  he  hired  Paul  Peters,  someone  who 
embraced  this  cause.  “We  saw  $30  million  on 
the  table  if  we  could  consolidate  IT,”  says 
Peters,  the  project  manager  for  OneSAP.  “We 
took  information  from  30  other  chemical 
companies.  Everyone  was  moving  toward 
consolidation.” 

SAP  was  a  fat  target.  Wachs  paid  con¬ 
sultants  to  look  at  his  options.  They  came 
up  with  three:  Do  nothing;  consolidate  by 
division,  with  some  governance;  or  roll  up 
into  a  single  instance  of  SAP.  Each  was 
riskier  and  more  expensive  than  the  last,  but 
each  also  carried  exponentially  greater  ben¬ 
efits.  Wachs  spent  the  better  part  of  the  next 
year  building  a  business  case  for  OneSAP. 

Wachs’s  soft-spoken  exterior  belies  what 
his  team  says  about  him.  “He  is  a  change 
agent,”  Peters  says.  “A  spark.” 

“He  doesn’t  mind  being  the  only  one  on 
the  other  side  of  arguments,”  says  Tony 
Perroni,  the  lead  BearingPoint  (formerly 
KPMG)  consultant  on  the  OneSAP  project. 

“Karl’s  fearless,”  Peters  adds.  “He  likes — 
OK,  he  loves — change  and  friction.” 

This  explains  how  Wachs  convinced 
Celanese’s  rabidly  independent  business  units, 
despite  strong  resistance  early,  that  OneSAP 
was  tenable.  He  simply  didn’t  care  that  he 
would,  as  Peters  put  it,  “get  shot  down  every 
time  he  told  them  we  were  doing  it.” 

“They  saw  this  would  cost  money,  and 
they  saw  very  few  benefits,”  Wachs  recalls  of 
the  early  meetings  with  business  unit  IT 
leaders.  “They  were  trained  to  be  independ¬ 
ent.  When  we  got  them  to  understand  they 
weren’t  perfect  and  they  told  their  bosses 
that  this  could  be  a  good  thing,  that  was  a 
major  milestone.” 

Bockstedt,  then  part  of  the  Ticona  plastics 
division,  was  skeptical.  “I  figured  we’d  end 
up  with  three  regional  systems.  But  Karl 
convinced  us.  Without  him,  we  wouldn’t  be 
doing  the  project,”  he  says. 

THE  APPROVAL  CAMPAIGN 

“There  was  no  one  event  that  made  us  go 
in  this  direction,”  Wachs  says.  “It  was  a 
process  of  research.  There  were  70  people 
building  the  business  case.  Never,  ever  start 


this  if  you  don’t  understand  the  risk.  This  is 
not  a  four-week  decision  cycle.  It  should  take 
a  year  for  approval.” 

In  fact,  approval  came  after  about 
11  months  of  stumping,  in  mid-2001.  Then 
Wachs  recruited  his  troika  of  project  leaders, 
Carlson,  Peters  and  Bockstedt,  with  whom 
he  felt  comfortable  leaving  the  day-to-day 
operations.  That  freed  up  Wachs  to  deal 
with  OneSAP  at  a  higher  level,  which  is  best 
for  the  project,  Carlson  says.  “Karl  is  not  so 
much  a  detail  person.  In  fact,  he  is  not  that 
at  all.”  (Wachs  himself  says:  “I’m  not  here  to 
manage  the  project.  If  I  am  doing  that,  I  am 
not  doing  my  job.”) 

Instead,  he’s  thinking  six  months  out,  about 
progress  reports  to  the  board.  He’s  consulting 
peer  companies.  On  this  day,  he  has  a  major 
budget  meeting  with  COO  David  Weidman. 

Wachs  also  thinks  about  big-picture  issues 


like  burnout.  “We’ll  send  the  team  away  for 
two  weeks  at  the  end  of  the  year.  We’ll  say, 
Go  home,  because  we  need  150  percent  next 
year,”  he  says. 

If  Wachs’s  soft-spoken  exterior  hides  a 
tenaciousness,  it  also  reveals  a  great  deal  of 
confidence.  He  says  ERP  “is  not  rocket  sci¬ 
ence  anymore.  It’s  not  easy,  but  it’s  mechani¬ 
cal.”  He  says  nothing  about  this  project  keeps 
him  up  at  night.  He’s  irked  each  of  the  several 
times  he’s  asked  about  the  possibility  of  fail¬ 
ure,  as  if  the  question  is  a  non  sequitur. 

“I  am  not  naive,”  he  says,  finally.  “Propos¬ 
ing  this  to  the  board  was  the  most  difficult 
thing  of  my  life.”  Wachs  leans  back  in  his 
chair.  His  feet  are  up,  his  hands  clasped 
behind  his  head.  “If  this  project  goes  bust,  I 
will  have  serious  issues.”  He  laughs.  “If  I 
were  you,  I’d  be  asking,  Is  this  guy  confident 
or  stupid?”  He  laughs  again,  harder. 
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ERP  Consolidation 


[11:20am] 

Lunch  with  Cam  Carlson 
and  Russ  Bockstedt 


THE  THREE  TYPES  OF  PAIN 

Over  lunch,  Carlson,  the  project  director, 
and  Bockstedt,  the  integration  manager,  lay 
out  OneSAP’s  structure. 

They  run  the  show  with  project  manager 
Peters  and  BearingPoint’s  Perroni.  Bearing 
Point  has  30  consultants  on  the  job  averag¬ 
ing  10  years  of  SAP  experience.  (The  last 
time  Celanese  built  an  SAP  system,  it  used 
86  consultants  and  30  employees.  This  time, 
it’s  70  employees  to  30  consultants.) 

The  project  has  seven  tracks.  Four  are 
functional:  finance,  supply  chain  manage¬ 
ment,  manufacturing  and  order-to-cash. 
The  other  tracks  are  business  intelligence 
reporting,  technology  and  change  manage¬ 
ment.  Each  track  has  several  functional 
stakeholders — men  and  women  responsi¬ 
ble  for  overall  progress.  Each  track  also  has 
one  business  process  owner  (BPO).  “While 
the  functional  stakeholders  work  on  the 
day-to-day,  the  BPOs  work  at  a  higher 
level,”  Wachs  says.  “For  example,  the 
finance  BPO  is  talking  with  the  CFO  and 
controllers  to  design  the  business  processes 
for  that  organization.” 

Celanese  uses  training  principles  from  the 
Project  Management  Institute  and  the  Six 
Sigma  philosophy  of  “total  quality  manage¬ 
ment.”  OneSAP  gets  money  in  predeter¬ 
mined  chunks,  when  the  team  hits  its 
milestones.  Risks  to  the  project  are  scored 
every  month  (see  “The  Top  Eight  Risks  to 
the  OneSAP  Project,”  this  page).  And  proj¬ 
ect  leaders  vouch  for  what  they’ve  accom¬ 
plished  in  regular  validation  sessions. 

Over  the  course  of  December,  Celanese 
held  the  blueprint  sign-offs — when  more 
than  100  BPOs,  functional  stakeholders  and 
other  key  players  signed  (“in  blood,”  Wachs 
says)  a  document  that  finalized  the  OneSAP 
blueprint.  Planning  ended  there.  System 
building  began. 

Like  Wachs,  both  Carlson  and  Bockstedt 
say  they  are  plenty  confident  that  blueprint¬ 
ing  and  building  this  system  isn’t  hard,  just 


laborious.  And  like  Wachs,  they  fret  more 
over  cultural  issues.  They  see  two. 

First,  Celanese  must  fight  its  own  con¬ 
sensus-building  heritage.  That  is  why  the 
morning  meetings  moved  at  a  no-nonsense 
pace.  It  was  part  of  a  conscious  effort  to 
change  how  Celanese  operates. 

“We  want  adequate  analysis  but  not 
paralysis,”  Bockstedt  says  at  lunch. 

“We’re  seeking  consensus  only  when  it’s 
appropriate,”  Carlson  adds.  “We  are  say¬ 
ing,  What  are  the  facts?  Let’s  move  on.  It 
hasn’t  always  been  like  this.” 

And  Celanese  hasn’t  mastered  it  yet.  Star¬ 
tlingly,  it’s  learned  during  the  day  that  cer¬ 
tain  business  units  have  fought  for,  and 
successfully  kept,  their  SAP  systems  out  of 
OneSAP’s  scope.  Seven  of  the  10  existing 
enterprise  systems  will  be  decommissioned, 
composing  90  percent  of  the  business.  But 
the  U.S.  corporate  HR  system,  an  out¬ 
sourced  HR  system  in  Germany  and  a  few 
other  small  systems  staved  off  inclusion  in 
OneSAP,  for  “legitimate  business  reasons,” 
says  one  team  member. 

That  could  be  prudent.  But  it  also  could 
be  Celanese’s  consensus  culture  creeping  in. 

The  second  cultural  challenge  is  manag¬ 
ing  the  massive  pain  Celanese  will  bring  to 
its  12,000  employees.  It’s  Carlson’s  job  to 
manage  that  change.  And  as  he  sees  it,  there 
are  three  kinds  of  pain  he’ll  bring:  “Jobs 
with  new  responsibilities.  Jobs  that  change 
completely.  And  jobs  that,  yes,  go  away.” 


[1:35pm]  / 

Project  Management  Office  Meeting 

WHO  GETS  TO  GO  FIRST? 

With  the  lights  dimmed,  the  senior  leaders  of 
OneSAP  look  at  a  screen  where  they  see 
projected  two  potential  rollout  strategies  for 
OneSAP. 

If  the  project  stays  on  schedule,  it  will 
take  about  nine  months  to  build  the  One¬ 
SAP  system,  according  to  the  blueprint. 
Then  Celanese  will  start  deployment  in  the 
fourth  quarter  of  2003,  and  the  rollout  will 
run  through  the  second  quarter  of  2004. 


The  Top  Eight 
Risks  to  the 
OneSAP  Project 

Here’s  what  Celanese's  project 
team  cited  as  its  top  challenges  in 
September  2002 

RISK:  Cultural  change  will  be  too 
much  for  employees  to  handle. 
MITIGATION:  Worker  training  is  part 
of  the  project,  as  are  regular  updates 
about  OneSAP. 

RISK:  Merger  activity  makes 
OneSAP  more  complex. 
MITIGATION:  A  company’s  fit 
with  OneSAP  is  part  of  Celanese’s 
acquisition  criteria. 

RISK:  Checks  and  balances  for  the 
project  fail  to  reveal  problems. 
MITIGATION:  Daily  meetings  for 
team  leaders  and  business  process 
owners  stress  communication. 

RISK:  Burnout  of  project  team 
members. 

MITIGATION:  Two-week  vacation 
assigned  to  everyone  in  December. 

RISK:  Conflicting  priorities  between 
OneSAP  team  and  business  leaders. 
MITIGATION:  CIO  acts  as  communi¬ 
cation  bridge  between  project  team 
and  board  of  directors. 

RISK:  Ability  to  clean  and  integrate 
data  so  that  applications  are  reliable. 
MITIGATION:  Systems  integration 
experts  assigned  to  each  piece  of 
OneSAP  project. 

RISK:  Combination  of  merging  old 
features  while  introducing  new  SAP 
features,  such  as  supply  chain  event 
manager,  could  overwhelm  the  One¬ 
SAP  rollup. 

MITIGATION:  Employee  training  to 
help  workers  adjust;  continued 
meetings  to  update  project  status 
and  progress. 

RISK:  Not  meeting  specific  project 
benefits  metrics. 

MITIGATION:  Project  management 
discipline. 
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THIS  INTEGRATION  PROJECT  MEANS  CHANGE,  SAYS  CAM  CARLSON,  THE 
PROJECT  DIRECTOR.  “WE’RE  GOING  TO  HAVE  TO  MAKE  PEOPLE  FEEL  PAIN,”  HE  ADDS. 


The  subject  of  this  meeting  is  basically,  who 
draws  the  short  straw?  The  leaders  are  dis¬ 
cussing  two  options. 

Acetate,  one  of  Celanese’s  five  divisions,  is 
planned  for  later  in  the  rollout  because  it 
has  one  of  the  newest  versions  of  SAP 
already  running  within  Celanese.  Someone 
suggests  moving  Acetate  to  the  front, 
because  its  version  and  the  new  OneSAP  are 
so  close,  it  will  be  less  difficult  for  those 
employees  to  adjust.  But  Perroni  interjects, 
“We  still  have  major  change  management 
issues  with  Acetate.  As  late  as  last  week  we 
were  dealing  with  the  question  from  them, 
Why  are  we  in  this?” 

Someone  else  suggests,  why  not  move 
Celanese’s  new  acquisition,  Clariant,  to  the 
front  of  the  line?  The  acquisition  was  so 
recent  that  no  one  is  sure  what  version  of 
SAP  Clariant  uses.  “Version  4.5b-ish?”  Per¬ 
roni  theorizes.  But  the  sooner  Celanese  gets 
Clariant  on  OneSAP,  the  sooner  Celanese 
stops  paying  Clariant’s  monthly  six-figure 
support  fee  (a  figure  that  Celanese  says  was 
later  reduced).  Still,  someone  else  offers,  how 
will  it  play  if  we  acquire  this  company  and 
foist  this  pain  on  these  people  right  away? 
Not  well,  seems  to  be  the  consensus. 

Perroni  offers  a  new  option:  Combine  all 
of  the  small  rollouts,  leaving  plastics  from 
Ticona  and  chemicals  (roughly  80  percent 
of  the  total  system)  for  later.  That  eliminates 
lots  of  risk  early  while  still  giving  the  team 
rollout  experience  it  can  apply  to  the  big 
dogs  later.  “We  could  do  Mexico,  Singa¬ 
pore...,”  Perroni  says. 

Peters  is  interested:  “If  you  think  we  could 
do  it  that  way,  that  becomes  very  attractive.” 

After  more  brainstorming,  this  new  third 
option — small  sites  first — is  called  “doable” 
and  Peters  is  jazzed,  calling  it  “clever”  and 
asks,  “How  reasonable  is  it  to  gain  a  month 
next  year  so  we  can  start  these  small  sites  in 
August?” 

For  the  most  part,  a  three-year  project 

cio.com  To  learn  more  about  ERP 

INTEGRATION,  visit  our  ERP  Research 

Center  at  www.cio.com/erp. 


moves  like  one  of  those  revolving  rooftop 
restaurants.  You  don’t  feel  the  progress,  but 
now  and  again  when  you  look  up,  you’re 
in  a  different  place.  But  here,  for  a  second, 
you  could  feel  the  motion.  You  didn’t  need 
to  look  up  to  know  OneSAP  was  in  a  dif¬ 
ferent  place  now. 

POSTSCRIPT 

While  Peters,  Carlson  and  Perroni  are  figur¬ 
ing  out  how  to  bring  OneSAP  to  life, 
upstairs  Wachs  will  e-mail  SAP  to  press  the 
vendor  on  the  supply  chain  event  manage¬ 
ment  issue.  SAP,  Wachs  will  learn,  doesn’t 
think  the  beta  code  is  ready  to  be  shipped. 
Not  good  for  the  OneSAP  schedule. 

The  e-mail  exchange  will  turn  into  con¬ 
ference  calls.  And  Wachs  will  have  his  CD- 
ROMs  within  four  weeks’  time.  The  supply 
chain  software  module  won’t  put  the  project 


behind  schedule. 

Wachs  will  also  attend  a  key  budget  meet¬ 
ing  with  the  COO  Weidman.  He’s  probably 
showing  Weidman  what  he  once  described 
as  the  hockey  stick  curve — “that  shows  the 
tremendous  expense  now  will  lead  to  a 
future  that’s  bright,  I  promise.” 

In  his  office,  looking  out  on  the  LBJ  Free¬ 
way,  a  shiny  ribbon  in  the  morning  sun,  he 
says,  “You  see  why  we  have  to  do  this?  If 
we  don’t  go  to  one  system,  our  five  units 
will  drift  apart.  Looking  at  other  companies 
doing  this,  we  see  substantial  cost  reduc¬ 
tions.  You  know  nearly  a  half  in  some  cases. 
All  that  cost  and  complexity  can  go  away. 

“But  if  all  that  goes  away,”  he  says,  smiling, 
“what  is  my  job?”  He  laughs,  rain 


Reach  Senior  Editor  Scott  Berinato  via  e-mail  at 
sberinato@cio.  com . 
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January  2003 


Dear  CIO  readers: 

To  achieve  truly  significant  ROI  in  online  marketing,  sales,  and  support  initiatives,  you  need  software  capable  of  reducing 
development  time  and  administrative  overhead  while  at  the  same  time  delivering  a  personalized  message  to 
your  customers,  partners  and  employees. 

ATG  provides  integrated  commerce  and  portal  solutions  that  deliver  extraordinary  personalized  service.  ATG  software 
allows  companies  like  yours  to  keep  pace  with  each  and  every  customer  using  Scenario  Personalization5M,  a  technology 
created  by  ATG  that  matches  online  content  with  specific  users,  automates  business  processes,  and  dramatically 
simplifies  changes  to  online  customer  initiatives.  The  result?  ATG  software  helps  organizations  to  increase  sales  and 
markedly  improve  marketing  and  service  effectiveness. 

ATG  is  pleased  to  announce  the  latest  release  of  our  world-class  online  CRM  solutions,  ATG  6.  ATG  6  builds  on  our 
strengths,  including  industry-leading  personalization  and  seamless  integration  with  back-end  systems,  and  expands 
it  to  include  new  publishing  tools  that  simplify  content  management,  improved  analytics  for  greater  responsiveness, 
expanded  search  capabilities,  and  tighter  integrations  with  today's  leading  enterprise  software  vendors.  ATG  6  ensures 
greater  than  ever  ROI  on  your  online  initiatives. 

In  the  coming  months,  CIO  Magazine  will  feature  additional  ATG  customer  success  stories  that  illustrate  the  power 
our  technology  can  bring  to  your  enterprise.  For  more  information  now,  visit  us  at  atg.com/innovator/cio  or  call 
US  at  888.46l.69i2  X22100. 


Sincerely, 


Paul  Shorthose 
Chairman 

Australia  Canada  France  Germany  Italy  Japan  Mexico  Netherlands  Spain  Sweden  United  Kingdom  United  States 


Inventory  Management 


When  inventory  is 
eliminated,  it  doesn't 
necessarily  disappear — 
it  may  simply  show  up 
in  someone  else’s  ware¬ 
house.  Eventually,  that 
costs  someone  time  and 
money.  But  new  strate¬ 
gies  and  products  are 
coming  online  that 
replace  inventory  with 
information,  and  do  so 
quickly  and  cheaply. 

BY  BEN  WORTHEN 

_  J 


THE  WEST  COAST  PORT  SLOWDOWN  AND  EVENTUAL  LONGSHOREMAN 

lockout  last  October  focused  national  attention  on  the  delicate  condition  of  America’s  sup¬ 
ply  chain.  An  estimated  $300  billion  worth  of  goods  flow  through  West  Coast  ports  every 
year,  and  as  the  giant  container  ships  that  carry  it  all  sat  bobbing,  anchored  at  sea  and 
unable  to  off-load  for  10  days,  companies  across  the  country  started  to  run  out  of  inventory 
and  assembly  lines  began  to  grind  to  a  halt. 

Mitsubishi,  out  of  engines  and  transmissions  (which  it  imports  from  Japan),  suspended 
production  of  Eclipse  convertibles  and  Galant  sedans 
at  its  plant  in  Normal,  Ill.  GM  and  Toyota  ceased 
operations  at  a  shared  assembly  facility  in  Fremont, 

Calif.,  for  one  week  until  parts  could  be  flown  in.  Boe¬ 
ing’s  production  of  767  and  777  airliners  was  dis¬ 
rupted  because  Asian-built  cargo  doors  and  fuselage 
panels  were  delayed  at  sea. 

Those  and  other  interruptions  were  the  product  of 
a  20-year-old,  180-degree  about-face  in  the  business 
world’s  approach  to  inventory  management.  Compa¬ 
nies  used  to  measure  their  muscle  by  the  size  of  their 
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inventory.  Bigger  was  better.  Vast  ware¬ 
houses  filled  to  capacity  ensured  efficient 
assembly  lines  and  guaranteed  that,  come 
hell  or  high  water,  production  would  never 
stop.  Who  cared  about  carrying  costs?  They 
would  be  erased  by  sales. 

But  now  that  equation  has  changed. 
Today,  most  inventory  is  considered  excess, 
and  overstuffed  warehouses  represent 
missed  opportunities  and,  worst  of  all, 
wasted  capital.  Inventory  has  become  such 
an  anathema  that  companies  regularly  risk 
shutting  down  their  assembly  lines  in  order 
to  hold  less  of  it.  Which  is  why  the  rela¬ 
tively  brief  port  shutdown  had  such  a  pro¬ 
found  impact. 

In  the  big  picture,  American  business  has 
succeeded  in  its  quest  to  run  lean.  U.S. 
Department  of  Commerce  figures  show  that 


from  1981  to  2000,  inventory  as  a  percent¬ 
age  of  gross  domestic  product  (GDP)  fell 
46  percent,  from  8.3  percent  to  3.8  percent. 
During  that  same  period,  the  total  GDP 
more  than  tripled  (from  $3.1  trillion  to 
$9.9  trillion)  while  the  total  amount  tied  up 
in  inventory  didn’t  even  double,  rising  from 
$747  billion  to  $1.48  trillion. 

But  almost  all  these  gains  in  inventory 
reduction  happened  from  1981  to  1991, 
and  the  past  10  years  have  not  seen  much 
improvement.  The  inventory  carrying  rate 
(a  way  of  expressing  the  money  spent  to 
store  inventory  as  a  percentage  of  its  value), 
which  was  34.7  percent  in  1981,  fell  to 
22.7  percent  in  1992  but  rose  to  25.3  per¬ 
cent  in  2000.  And  inventory  as  a  percent 
of  GDP  held  steady  at  3.8  percent  from 
1992  to  2000. 


Playing  Hot  Potato 
with  Inventory 

Rather  than  being  eliminated,  inventory  has 
been  pushed  down  into  the  lower  reaches 
of  the  supply  chain — from  manufacturers  to 
top-tier  suppliers  to  lower-tier  suppliers. 
GM,  for  example,  improved  inventory 
turns — a  common  metric  that  measures  total 
cost  of  goods  sold  divided  by  average  inven¬ 
tory,  and  serves  as  a  valuable  indication  of 
how  often  a  company  sells  out  its  inventory 
(the  higher  the  better) — 55.2  percent 
between  1996  and  2001.  However,  the  com¬ 
pany  that  supplies  its  tires,  Goodyear,  saw  its 
inventory  turns  decline  21  percent  during 
that  same  time.  In  other  words,  GM  left 
Goodyear  holding  the  bag. 

But  now,  after  10  years  of  passing  the 
inventory  hot  potato  around,  manufactur¬ 
ers  and  suppliers  are  realizing  that  this  is  a 
game  no  one  wins.  If  a  manufacturer 
attempts  to  reduce  inventory  by  refusing  to 
accept  parts  until  a  certain  point  in  its  pro¬ 
duction  cycle,  it  has  to  let  its  supplier 
know — in  advance — when  that  moment  will 
come.  Otherwise,  the  supplier’s  warehouse 
costs  will  skyrocket.  And  those  costs  will 
eventually  be  bounced  back  to  the  customer, 
the  manufacturer. 

The  lesson  here  is  that  when  you  get  rid 
of  inventory,  you  must  replace  it  with  infor¬ 
mation. 

Of  course,  that’s  easier  said  than  done. 

Up  until  now,  companies  have  tended  to 
confuse  information  with  IT,  but  after  a 
decade  spent  throwing  big  money — via  large 
ERP-type  systems — at  the  inventory  prob¬ 
lem,  they  are  beginning  to  identify  the  infor¬ 
mation  they  really  need  in  order  to  make 
their  supply  chains  work  for  everyone  con¬ 
cerned.  CIOs  now  are  focusing  on  smaller 
projects  that  target  specific  information  gaps 
in  the  supply  chain.  And  new  technologies 
are  helping  them  do  just  that.  These  projects 
generally  cost  in  the  tens  of  thousands  or 
low-hundreds  of  thousands  as  opposed  to 
millions  of  dollars.  They  address  either  the 
supply  side,  using  information  to  sync  with 
suppliers,  or  the  demand  side,  using  infor¬ 
mation  to  right-size  and  right-time  produc- 


Spotlight  on  Software 

Quick-hit  solutions  for  reducing  inventory 

AS  COMPANIES  REQUIRE  quicker  ROI  for  projects,  smaller  companies  with  targeted 
solutions  will  have  an  increasing  impact  on  inventory  management  practices.  These 
companies  offer  products  at  a  cost  (usually  less  than  $100,000)  that  bigger  supply 
chain  and  ERP  vendors  can’t  match,  "Value-based  pricing  has  not  always  been  the 
forte  of  the  large  vendors,"  says  Cambridge,  Mass. -based  Forrester  Research  analyst 
Navi  Radjou.  “New  vendors  can  build  from  scratch  an  application  with  an  open  archi¬ 
tecture  that  can  have  rapid  integration  with  the  back  end.  They  also  offer  configurable 
solutions,  rather  than  customizable,  so  you  don’t  have  to  hire  an  army  of  consultants.” 

Since  quick-hit  software  provides  a  focused  solution  to  a  specific  problem,  it  usu¬ 
ally  falls  into  one  of  two  categories. 


Demand  planning: 

Combines  data  mining  and  complex 
algorithms  that  let  companies  reduce 
inventory  by  getting  a  better  read  on 
market  demand.  Companies  can  use 
these  tools  to  figure  out  what  the  best 
inventory  level  is  to  meet  a  given 
demand  and  can  perform  what-if  stud¬ 
ies  that  show  how  different  inventory 
levels  would  affect  service  levels. 

Vendors:  Baxter,  Hyperion,  Logility, 
Nonstop  Solutions,  Servigistics,  Xelus 


Supply  management: 

Compiles  inventory  and  event  informa¬ 
tion  from  suppliers  and  combines  it  with 
a  company’s  own  inventory  and  produc¬ 
tion  status.  Resultant  increased  visibil¬ 
ity  allows  for  better  collaboration 
between  business  partners  and  better 
event  management. 

Vendors:  Exemplary,  PipeChain, 
Powermarket,  Valdero,  WorldChain 

-B.W. 
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CASHMAN 

Big  Rigs,  Big  Money, 

Big  Problems 

C  ashman  Equipment,  a  $250  million 
Las  Vegas-based  Caterpillar  dealer¬ 
ship,  sells  and  leases  construction 
machinery  ranging  from  the  large  (backhoes 
and  bulldozers)  to  the  enormous  (mining 
vehicles  with  7-foot  tires  and  beds  large 
enough  to  hold  32  pickup  trucks).  Recently, 
a  drop  in  gold  and  silver  prices  caused  many 
Nevada-based  mining  companies — Cash- 
man’s  customers — to  move  their  operations 
to  South  America  where  the  ground  is  softer 
and  the  cost  of  digging  lower.  The  slumping 
economy  also  means  that  rentals  are  up  and 
sales  are  down. 

“We  need  the  right  mix  of  machines  in 
order  to  have  the  best  margin,”  says  CIO 
Bill  Glassen.  “We  can’t  have  machines  lan¬ 
guish  in  the  yard.”  Each  piece  of  Cashman’s 
large  equipment  costs 
between  $250,000  and 
$1.5  million,  and  when  the 
company  can’t  sell  it  in  a 
timely  manner  (a  few 
weeks  to  six  months, 
depending  on  the  product), 
it  has  to  pay  annual  finance 
charges,  which  can  add  up 
to  $54,000  for  every  mil¬ 
lion  dollar’s  worth  of 
inventory. 

Glassen  figured  the  best 
way  to  reduce  inventory 
was  to  use  all  the  sales  and 
trend  information  trapped 
in  Cashman’s  database  to 
get  a  more  accurate  read 
on  demand.  At  the  time, 
the  data  was  available  only  to  people  willing 
to  spend  hours  burrowing  through  ceiling- 
high  stacks  of  computer  printouts,  or  as 
Glassen  says,  “The  information  was  avail¬ 
able  but  not  accessible.” 

Rather  than  overhauling  Cashman’s  sys¬ 
tems  and  databases  to  throw  IT  at  the  prob¬ 


The  Challenge: 

Customers  are  renting 
more,  buying  less.  That 
means  Cashman  needs 
to  adjust  its  mix  of 
machines  or  be  stuck 
with  a  lot  full  of  bulldoz¬ 
ers  and  backhoes  on 
which  it  is  earning  no 
revenue  and  paying 
onerous  finance  charges. 
A  lose-lose  proposition. 


The  Solution: 

Demand-planning 

software. 


The  ROI  Report: 

An  $8  million  reduction 
in  inventory  in  the  first 
month  of  operation. 


Cashman  Equipment  CIO  Bill  Glassen’sgoal  was  to  dig  out  the  information 
buried  in  Cashman’s  databases  and  turn  it  into  reports  on  rental  trends. 
“The  information  was  available,”  says  Glassen,  “but  not  accessible.” 


lem,  Glassen  spent  about 
$12,000  in  September  on 
a  demand-planning  system 
from  Sunnyvale,  Calif.- 
based  Hyperion.  The  soft¬ 
ware  has  a  specific  goal: 
Dig  out  the  information 
buried  deep  in  Cashman’s 
databases  and  turn  it  into 
reports  on  sales  and  rental 
trends.  For  example,  the 
company  recently  ran  a 
report  forecasting  how  many  skid-steer 
loaders — a  one  person  mini-loader  used  in 
landscaping — it  could  expect  to  sell  this 
year.  The  report  culled  and  analyzed, 
among  other  pieces  of  information,  past 
sales,  the  number  of  contractors  in  Nevada 
that  use  the  machines  and  the  rate  at  which 


they  are  traditionally  replaced. 

Once  the  information  became  accessible 
and  Cashman  was  able  to  predict  how  many 
skid-steer  loaders  and  other  machines  it  could 
expect  to  sell,  the  company  could  adjust  its 
orders  appropriately.  In  the  first  month  after 
the  system  became  operational,  Glassen  says, 
Cashman  reduced  inventory  by  $8  million 
without  adversely  affecting  sales. 

PALM 

When  Is  a  Sale  Not 
a  Sale?  When  Nobody 
Knows  About  It. 

I  he  best  system  in  the  world  is  worth¬ 
less  if  no  one  uses  it.  A  bad  system 
no  one  uses  may  be  even  worse. 
That  was  the  situation  at  Palm,  the  Milpi¬ 
tas,  Calif.-based  handheld  computer  maker. 


T1 

! 


tion.  Individually,  they  help  drive  out  cost. 
Together,  they  can  revolutionize  a  business. 
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“When  we  spun  away 
from  3Com  [in  2000],  we 
were  very  successful  very 
quickly,”  says  Senior  Vice 
President  of  Global  Opera¬ 
tions  Angel  Mendez.  “We 
went  through  hypergrowth. 

Then  [in  2001]  we  hit  a 
very  difficult  period.  Poor 
product  introduction  and  a 
stall  in  sales  concurrent 
with  a  slowdown  for  PDAs 
left  us  with  a  huge  glut  in 
inventory.  We  took  a  huge 
inventory  write-down  in  the 
$240  million  range.” 

Palm  never  saw  it  com¬ 
ing.  Its  forecasting  system  relied  on  regional 
sales  reps  to  dial  in  and  enter  sales  reports 
and  forecasts.  Their  information  wasn’t 
inaccurate,  per  se,  but  it  was  usually  late  and 


often  incomplete.  Salespeo¬ 
ple  found  it  too  difficult  to 
input  information.  That, 
Mendez  says,  resulted  in  a 
30  percent  compliance  rate. 
As  a  result,  forecasts  were 
unreliable,  and  Palm  had  to 
carry  excess  inventory  in 
order  to  guarantee  that  it 
could  meet  orders. 

In  response,  Palm  added 
the  demand-planner  mod¬ 
ule  to  its  existing  SAP  sys¬ 
tem  starting  in  April  2001. 
Although  Palm  considered 
integrating  another  ven¬ 
dor’s  demand-planning 
software  with  its  SAP  ERP  system,  Mendez 
says  that  because  Palm  already  had  a  major 
investment  in  SAP,  and  since  the  demand 
planner  was  easy  for  salespeople  to  use,  it 


PALM 


The  Challenge: 

PDAs  were  piling  up  in 
the  warehouse  faster 
than  Palm  could  sell 
them.  Inventory  write¬ 
downs  were  uglifying 
the  bottom  line. 


The  Solution: 

Adding  the  demand- 
planner  module  to  its 
existing  ERP  system. 


The  ROI  Report: 

Between  June  2001 
and  November  2002, 
Palm  reduced  inventory 
from  $240  million  to 
$38  million. 


Juniper  Networks  CIO  Kim  Perdikou  knows  that  if  Juniper  can  help  its  contractors  lower 
their  inventory  charges,  her  company  stands  to  share  in  the  resultant  savings. 


was  the  right  investment. 

All  that  was  left  to  do  was  to  make  sure 
the  sales  force  understood  the  importance 
of  complete  and  timely  forecasts.  Between 
June  2001  and  November  2002,  Palm 
reduced  inventory  from  $240  million  to 
$38  million.  Inventory  turns  jumped  from 
three  to  15  by  the  end  of  the  first  quarter. 

JUNIPER 

Decisions  in  the  Dark 

Juniper  Networks,  an  $887  million 
Sunnyvale,  Calif.-based  data  storage 
company,  outsources  the  manufacture 
of  all  its  routers  to  contractors  that  ship 
the  finished  goods  to  Juniper’s  customers.  So, 
says  CIO  Kim  Perdikou,  it  doesn’t  actually 
have  any  inventory.  “But  we  have  a  respon¬ 
sibility  to  share  that  burden”  with  the  con¬ 
tract  manufacturers,  she  says.  And  that 
sharing  affects  the  bottom  line:  If  Juniper  can 
help  its  contractors  lower  their  inventory 
charges,  it  stands  to  share  in  the  savings. 

Perdikou  says  that  Juniper  is  philosophi¬ 
cally  opposed  to  big  projects  where  the  scope 
of  the  software  and  the  time  it  takes  to  inte¬ 
grate  it  can  distract  from  a  project’s  business 
goal.  So  in  2001,  when  Juniper  wanted  to  get 
better  inventory  information  from  its  suppliers 
rather  than  attempt  to  integrate  their  ERP  sys¬ 
tems  with  its  own  Oracle  system,  Juniper  pur¬ 
chased  and  deployed  a  supply  chain  visibility 
system  from  Palo  Alto,  Calif.-based  Valdero. 
(Juniper  won’t  say  how  much  it  paid,  but 
Valdero  says  that  the  system  typically  sells  for 
between  $300,000  to  $500,000.)  Among 
other  things,  the  software  tracks  inventory  lev- 


JUNIPER  NETWORKS 


The  Challenge: 

By  outsourcing  the  manufacture  and 
shipping  of  its  routers,  Juniper  eliminated 
inventory.  Now  how  could  it  use  supply 
chain  information  to  reduce  the  cost  of 
design  changes? 


The  Solution: 

Supply  chain  visibility  software. 


The  ROI  Report: 

Happy  supply  chain  partners  and  cost 
avoidance. 


invent 
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Inventory  Management 

els  at  partner  companies,  either  tapping  EDI 
transmissions  or  through  daily  updates.  Since 
Juniper  now  has  this  information  updated 
continuously,  rather  than  in  printed  monthly 
reports,  it  can  make  design  decisions  that  take 
its  partners’  inventory  into  account. 

For  example,  Juniper  could  study  40  pro¬ 
posed  engineering  changes  with  the  goal  of 
finding  the  five  that  would  best  reduce  prod¬ 
uct  cost.  “We  may  decide  in  engineering  that 
we  are  going  to  change  a  component  that  on 
paper  makes  [a  product]  more  cost-effec¬ 
tive,”  says  Perdikou.  “But  that  isn’t  taking 
into  account  the  effect  on  inventory  at  the 
contract  manufacturer.”  In  other  words, 
Juniper  may  want  to  replace  a  particular  part 
with  a  less  expensive  option,  but  if  the  con¬ 
tractor  has  a  large  stockpile  of  the  old  part, 
then  it  stands  to  take  a  huge  financial  hit — 
and  ultimately  pass  that  cost  on  to  Juniper. 

“If  you  don’t  understand  what  the  inven¬ 
tory  is,  you  are  really  making  a  lot  of  these 
decisions  in  the  dark,”  says  Perdikou. 

NETWORK  APPLIANCE 
A  Disk  in  Time  Saves  Nine 

Network  Appliance,  the  $795  mil¬ 
lion  Sunnyvale,  Calif.-based  enter¬ 
prise  storage  solu¬ 
tions  provider,  is  currently  in 
the  middle  of  a  year  and  half 
long  ERP  project.  Yet  when 
it  had  to  reduce  its  service 
inventory — the  parts  it  uses 
to  replace  broken  devices  in 
the  field — it  stayed  away 
from  big  supply  chain  names 
like  i2  Technologies  and 
Ariba,  and  instead  cobbled 
together  smaller,  more  tar¬ 
geted  pieces  of  software. 

“If  you  have  big  prob¬ 
lems,  you  may  need  a  big 
project,”  says  CIO  Scot  Klimke.  “In  this 
case,  however,  we  had  a  problem  that  was 
very  specific.”  The  problem  the  service  unit 
faced — how  to  reduce  inventory  while  still 
guaranteeing  that  it  could  make  field  repairs 
within  the  two  to  four  hour  window — was 
unique  to  its  business  unit.  Plus,  says 


The  Challenge: 

Making  field  repairs 
quickly  without  stashing 
huge  inventories  of 
replacement  parts  all 
over  North  America. 


The  Solution: 

Replenishment-planning 

software. 


The  ROI  Report: 

Inventory  has  grown  four 
times  more  slowly  than 
the  customer  base. 


Network  Appliance  CIO  Scot  Klimke  warns  that  there’s  a  danger  to 
small  projects:  “You  end  up  with  a  lot  of  solutions.”  That  means  disparate 
systems  proliferate— the  very  problem  enterprise  software  set  out  to 
remedy  in  the  first  place. 


Klimke,  “you  get  things 
done  faster  when  you  do 
things  smaller.” 

Network  Appliance 
has  195  geographically 
dispersed  service  depots 
worldwide,  with  95  in 
North  America.  These  depots  are  supplied 
by  a  main  service  hub  in  Louisville,  Ky., 
which  in  turn  gets  parts,  such  as  disk  drives 
and  data  caches,  directly  from  its  factories. 
With  a  field  parts  planning  module  from 
Baxter  Planning  Systems  in  place,  Network 
Appliance  spent  June  2000  through  July 


2001  installing  two  pieces  of  quick-hit  soft¬ 
ware  from  Fairport,  N.Y.-based  Xelus  and 
Fremont,  Calif.-based  WorldChain  that 
would  turn  the  information  in  the  Baxter 
system  into  inventory  reductions. 

After  the  Xelus  demand-planning  system 
comes  up  with  a  forecast,  Network  Appli¬ 
ance  uses  replenishment-planning  software 
from  Baxter  to  determine  how  much  inven¬ 
tory  it  needs  to  keep  at  its  depots  and  at  its 
Louisville  hub.  When  a  customer  initiates  a 
service  request,  it  is  routed  through  World- 
Chain’s  supply  chain  execution  software  to 
the  nearest  depot,  which  services  the  cus- 
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tomer.  The  Baxter  and  Xelus  systems  then  in 
turn  automatically  tell  the  hub  and  the  fac¬ 
tory  that  they  must  ship  out  another  part  to 
replace  the  one  used.  Now  that  the  depots, 
and  the  hub,  can  rely  on  being  expeditiously 
restocked,  they  can  carry  minimal  inventory. 

Since  the  new  system  was  implemented 
in  July  2001,  Network  Appliances  has  seen 
on-time  service  responses  increase  from 
70  percent  to  98  percent.  Furthermore, 
despite  a  430  percent  growth  in  its  customer 
base  since  it  first  started  the  demand-track¬ 
ing  project  in  1999,  its  inventory  level  has 
increased  only  120  percent. 

HOWMET  CASTINGS 

You  Take  It.  No,  You. 

Until  the  mid-1990s,  the  airplane 
engine  manufacturers  (Boeing,  GE, 
Rolls  Royce  and  others)  that 
bought  metal  castings — rotating  engine  foils 
and  body  parts  for  wings — bought  generic 
parts  and  customized  them  in  their  own 
shops.  Then,  in  order  to  reduce  their  own 

inventory,  Howmet’s 
customers  began  de¬ 
manding  finished  pro¬ 
ducts,  sending  How- 
met  scrambling  to  find 
subcontractors  who 
had  the  tools  and 
skills  to  do  that.  The 
Darien,  Conn. -based 
Alcoa  subsidiary’s 
cycle  time  doubled, 
and  inventory  turns 
were  cut  in  half. 

In  order  to  cut  its 
cycle  time  back  down 
from  10  weeks  to  five, 
Howmet  needed  to 
improve  communica¬ 
tion  with  the  small 
shops  that  do  the  final 
casting  customization.  “If  I  make  a  casting 
and  simply  ship  it  to  a  machining  supplier,  he 
may  get  up  in  the  morning  to  find  100  cast¬ 
ings  on  his  [loading]  dock,”  says  Prime  Oper¬ 
ations  Director  Kevin  Mullowney.  “That 
creates  delays.”  Mullowney  realized  that 


HOWMET 

CASTINGS 


The  Challenge: 

When  Howmet's 
customers  began 
demanding  finished 
products,  inventory 
rose,  cycle  time 
doubled  and  inven¬ 
tory  turns  were  cut 
in  half. 


The  Solution: 

Supply  chain  visibil¬ 
ity  software  to  make 
its  downstream  sup¬ 
pliers  more  respon¬ 
sive  to  Howmet’s 
needs. 


The  ROI  Report: 

Predicting  a  poten¬ 
tial  20  percent  to 
40  percent  decline 
in  inventory. 


Howmet  needed  to  figure  out  how  to  let  its 
suppliers  know  in  advance  what  it  would 
need  and  when. 

In  December  2001,  Howmet  launched  a 
supply  chain  visibility  project  using  software 
from  Cupertino,  Calif.-based  Exemplary. 
The  software  extracts  timetable,  quantity 
and  parts-type  information  from  Howmet’s 


ber  of  business  processes,  then  it  probably 
needs  a  targeted  solution.  However,  Klimke 
suggests  that  CIOs  make  sure  that  similar 
problems  aren’t  popping  up  in  other  busi¬ 
ness  units  before  going  small.  “Requests  that 
come  from  the  business  are  typically  narrow 
in  focus,”  he  says.  “They  come  from  direc¬ 
tors  who  have  a  narrow  responsibility.  If  we 


“If  you  have  big  problems,  you  may  need 
a  big  project.  But  you  get  things  done 
faster  when  you  do  things  smaller.” 

-NETWORK  APPLIANCE  CIO  SCOT  KLIMKE 


purchase  order  system  and  automatically 
routes  it  to  the  appropriate  supplier  so  that 
it  can  plan  in  advance.  The  system  cost 
$500,000  and  went  live  in  October. 

Mullowney  says  that  Howmet  gets  about 
80  percent  of  the  system’s  benefits,  princi¬ 
pally  in  cycle  time  reduction,  while  its  sup¬ 
pliers  get  the  remaining  20  percent,  as  they 
can  now  plan  for  the  arrival  of  Howmet’s 
castings,  staff  their  shops  accordingly  and 
turn  them  around  more  expeditiously. 

“Two  months  ago,  I  may  have  carried 
$10  of  safety-and-buffer  stock”  to  guard 
against  late  deliveries  from  subcontractors, 
says  Mullowney.  “But  excess  inventory  is 
waste.  By  having  better  visibility,  I  may  be 
able  to  reduce  that  to  $6.” 

Small  Is  Beautiful 

The  assumed  advantage  of  enterprise  soft¬ 
ware  is  that  what  it  lacks  in  specificity,  it 
makes  up  for  in  breadth.  But  the  CIOs  in 
this  article  learned  that  the  trade-off  isn’t 
always  worth  it.  “The  majority  of  people 
buy  very  large  applications,”  says  Juniper’s 
Perdikou.  “But  they  are  only  getting  about 
15  to  40  percent  of  the  functionality  out  of 
it.  You’re  better  off  buying  something 
smaller  and  really  using  it.” 

Network  Appliance’s  Klimke  says  that 
when  you  have  a  specific  problem  you  need 
a  specific  solution.  If  the  problem  is  unique 
to  a  business  unit  or  involves  a  small  num¬ 


see  requests  with  a  common  thread,  we 
group  them  together,  and  that  is  when  you 
should  end  up  with  enterprise  solutions.” 

Finding  the  right  software  is  another  chal¬ 
lenge.  Typically,  business  managers  have  a 
long  list  of  functionality  they  want  the  new 
system  to  have.  In  order  to  keep  the  project 
small,  says  Perdikou,  “you  need  a  truthful 
businessperson  who  will  tell  you  where  80 
percent  of  the  benefit  is.  All  these  other  parts 
might  get  you  5  percent  of  the  benefit  and 
take  you  a  year  to  do  it.” 

The  more  focused  a  small  project  is  on  a 
specific  goal,  the  faster  it  can  be  completed, 
the  easier  it  is  to  get  internal  buy-in  and  the 
sooner  the  payback.  There  is  a  danger  to 
small  projects,  however,  warns  Klimke. 
“You  end  up  with  a  lot  of  solutions,”  he 
says.  “And  you  have  to  keep  careful  track  of 
that.”  Otherwise  you  wind  up  with  dis¬ 
parate  systems  all  over  the  place — the  very 
problem  enterprise  software  set  out  to  rem¬ 
edy  in  the  first  place.  HPI 


If  you  know  of  a  quick  way  to  reduce  inventory, 
please  share  it  with  Staff  Writer  Ben  Worthen  at 
bworthen@cio.com. 

cio.com  Are  you  keeping  up  with 

your  inventory?  Or  is  it  getting  ahead  of 
you?  For  more  management  tips,  check  out 

the  SUPPLY  CHAIN  MANAGEMENT 
RESEARCH  CENTER  at  www.cio.com/scm. 
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Collaboration 


BY  LAUREN  GIBBONS  PAUL 

Collaboration  among  trading  partners  can 
unlock  great  value,  but  mistrust  is  a  tough  barrier. 
Here  are  six  ways  to  build  confidence. 


as 


THOMAS  FISHER  IS  GETTING  READY  TO  PEEL  BACK  THE  COVERS  ON  HIS  COMPANY’S  CONFIDENTIAL 

information  so  that  suppliers  can  better  serve  his  needs.  But  before  he  takes  that  big  step 
toward  collaboration,  he’s  got  to  take  a  deep  breath. 

“There’s  some  leeriness  on  our  side.  Suppliers  will  need  to  have  a  lot  of  our  proprietary 
information  to  fulfill  our  raw  materials  needs  in  real-time.  That  could  be  used  against  us 
if  we’re  not  careful,”  says  Fisher,  vice  president  of  global  information 
technology  for  Applica,  an  $850  million  maker  of  small  appliances 
(including  the  Black  &  Decker  line)  headquartered  in  Miami  Lakes,  Fla.  Reader  ROl 
In  June,  Fisher  is  planning  to  launch  a  Web-based  front  end  to  his  Where  saving 

manufacturing  system,  based  on  QAD’s  MFG/PRO,  that  will  give  sup-  collaboration 

pliers  unprecedented  access  to  Applica’s  production  data.  Sharing  the  Why  lack  of  tr 

information  will  allow  Applica  to  do  real-time  procurement  of  raw  trading  partn 

materials  it  uses,  which  Fisher  expects  to  lower  costs  and  increase  difficult  to  ov 

production  flexibility.  But  with  that  big  win  comes  the  risk  that  the  What  some  C 

information  will  be  misused— for  example,  specifics  on  Applica’s  man-  lay  the  found 


Where  savings  can  be  found  in 
collaboration  efforts 


Why  lack  of  trust  among 
trading  partners  is  so 
difficult  to  overcome 


What  some  CIOs  are  doing  to 
lay  the  foundation  for  trust 
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Collaboration 


How  people  initially  view  collaboration 


WHEN  YOU  FIRST  EMBARK  on  an  collaboration  project,  you  can  expect  a  lot  of 
raised  eyebrows  and  crossed  arms— from  coworkers  as  well  as  trading  partners. 
Here’s  what  people  typically  think  and  sometimes  say  to  each  other. 

)-FROM  A  SUPPLIER  TO  A  MANUFACTURER: 

“If  we  share  more  information,  you’re  going  to  squeeze  us  on  cost  even  more.” 

)-FROM  A  MANUFACTURER  TO  A  SUPPLIER: 

“If  we  share  more  information,  you’ll  go  directly  to  the  customer  and  cut  us 
out  of  the  loop.” 

)-FROM  A  RETAILER  TO  A  SUPPLIER: 

“If  we  share  promotional  information,  our  competitors  will  find  out.” 

— FROM  ALL  PARTIES: 

“If  the  collaboration  project  does  prove  to  be  useful,  the  other  side  will  get 
more  value  than  we  do.” 


‘We  can't  share  information  or  processes.  That’s  our  competitive  advantage. 


-L.G.P. 


ufacturing  processes  or  product  design  might 
somehow  make  their  way  to  competitors. 
“We’re  working  on  rules  and  procedures  on 
how  that  information  should  and  should  not 
be  used,”  Fisher  says. 

His  sense  of  unease  is  pretty  universal. 
Seventy-five  percent  of  senior  IT  managers 
cited  lack  of  trust  as  the  number-one  barrier 
to  electronic  collaboration  in  a  recent  sur¬ 
vey  conducted  by  NerveWire,  a  consultancy 
in  Newton,  Mass.  “It  is  a  tradition  that  we 
don’t  trust  our  business  partners,”  says  Hau 
Lee,  professor  of  operations,  information 
and  technology  in  the  Graduate  School  of 
Business  at  Stanford  University  and  an 
authority  on  supply  chain  management. 
“People  don’t  have  a  clear  understanding  of 
how  sharing  information  would  result  in 
better  performance.  The  lack  of  under¬ 
standing  induces  fear  and  skepticism:  ‘I’m 
not  sure,  so  it’s  better  not  to  do  it.’” 

Yet  the  potential  benefits  of  collaboration 
are  huge,  be  it  integrating  supply  chains, 
product  development  or  even  business 
processes.  Companies — and  their  supply 
chains — can  cut  out  waste,  speed  time  to 
market  and  be  more  responsive  to  cus¬ 
tomers’  needs  by  sharing  information.  Dur¬ 
ing  an  otherwise  grim  year  in  2001,  for 
example,  Applica  cut  $60  million  out  of  its 
average  inventory  and  trimmed  the  number 
of  days  product  remained  in  inventory  from 
136  to  94,  thanks  to  collaboration  projects 
already  in  place,  Fisher  says. 

Sooner  or  later,  companies  in  all  indus¬ 
tries  must  face  the  fact  that  competition  is 
increasingly  between  supply  chains  rather 
than  between  companies.  Hardly  any  big- 
name  manufacturers  actually  make  anything 
themselves  anymore — they  leave  it  to  con¬ 
tract  manufacturers  so  that  they  can  com¬ 
pete  on  the  basis  of  superior  information 
and  efficiency.  “All  companies  will  have  to 
do  collaboration  as  a  core  competency,  or 
they  will  not  survive,”  asserts  Denis  Math¬ 
ias,  a  partner  in  San  Jose,  Calif.-based  IBM 
Consulting  Services.  Supply  chain  partners 
“need  to  have  a  different  value  proposition 
not  based  on  exploitation  but  win-win.” 

Spalding  Holding,  a  maker  of  sporting 


equipment  in  Chicopee,  Mass.,  finds  its  col¬ 
laboration  with  Wal-Mart  Stores  to  be  a 
win-win,  says  Spalding  CIO  Christine 
Rousseau.  “Getting  their  forecast  and 
[point-of-sale]  data  is  beneficial  to  us 
because  it  allows  us  to  keep  our  inventory 
levels  down.  It  lets  us  serve  [Wal-Mart’s] 
needs  better,”  she  says.  Wal-Mart,  in  turn, 
runs  short  of  Spalding  goods  less  frequently 
than  it  did  before  the  companies  exchanged 
data  and  has  a  better  understanding  of 
Spalding’s  capacity  and  costs. 

In  contrast,  companies  that  screw  their  trad¬ 
ing  partners  to  the  proverbial  wall  will  find 
they  cannot  work  as  effectively,  says  Mathias, 
as  those  that  collaborate  seamlessly  in  an  elec¬ 
tronic  environment  designed  to  help  all  par¬ 
ties  thrive.  The  age  of  specialization  demands 
that  companies  lay  down  their  age-old  adver¬ 
sarial  relationships  with  trading  partners. 

Of  course,  company  practices  won’t 
change  overnight.  And  neither  will  human 
nature.  Fear,  uncertainty  and  doubt  (FUD) 
has  always  driven  people  to  hold  informa¬ 
tion  close  to  the  vest,  even  among  cowork¬ 
ers.  At  this  early  stage  of  collaboration, 
companies  are  struggling  to  find  ways  to 
safely  open  up.  Unless  and  until  partners  can 


see  that  it  is  in  their  own  best  interest  to  col¬ 
laborate,  getting  them  to  trust  each  other 
will  be  an  uphill  battle.  Just  ask  Jack  Lowry. 

FUD  Factor 

Back  when  he  was  vice  president  of  infor¬ 
mation  technology  at  now-defunct  Goldman 
Industrial  Group  of  Vermont,  an  automo¬ 
tive  capital  equipment  provider  in  Spring- 
field,  Lowry  had  a  vision  nearly  a  decade 
ago  of  how  electronic  collaboration  would 
help  his  company  and  his  customers  work 
better  together,  cutting  cost,  improving  qual¬ 
ity,  increasing  responsiveness  and  improving 
time  to  market.  (Read  more  about  Lowry’s 
prototype  effort  in  “Nobody  to  Play  With” 
at  www.cio.com/printlinks.)  Back  then,  the 
technology  piece  was  missing  from  the  col¬ 
laboration  puzzle.  But  Lowry  was  convinced 
collaboration  was  so  sensible  that  anyone 
could  see  the  payoffs. 

And  perhaps  Goldman’s  customers  and 
suppliers  could  see  potential  benefits,  but 
long-standing  mistrust — both  inside  and 
outside  the  walls  of  the  enterprise — proved 
insurmountable.  Before  bringing  his  message 
of  collaboration  to  outside  partners,  Lowry 
had  to  start  within  the  organization.  There 
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What  data  you  share  and  what  data  you  don’t 

EVEN  IF  YOU’RE  WILLING  to  take  the  plunge  and  start  sharing  information  more 
closely  with  your  customers  and  suppliers,  where  do  you  begin?  Hau  Lee,  professor 
of  operations,  information  and  technology  in  the  Graduate  School  of  Business  at 
Stanford  University,  says  CIOs  need  not  reveal  all  to  enter  into  meaningful  collabora¬ 
tive  relationships.  It  is  safer  to  err  on  the  side  of  sharing  less  data,  rather  than 
more— at  least  until  a  sense  of  trust  has  been  established. 

“CIOs  do  not  need  to  share  everything,"  says  Lee.  “To  achieve  80  percent  of  the 
benefits  [of  collaboration],  you  only  need  to  share  certain  information.”  A  good  start 
is  the  exchange  of  basic  forecasts— demand,  consumption  and  capacity  information. 

The  touchiest  type  of  data  concerns  product  development.  No  one  has  yet 
straightened  out  the  intellectual  property  issues  of  who  owns  a  product  design  that 
was  developed  jointly,  says  Scott  Griffin,  vice  president  and  CIO  at  Boeing  in 
Chicago.  That  kind  of  knowledge  goes  to  the  heart  of  how  each  party  makes  a  living. 
A  misuse  of  design  info,  or  even  a  misunderstanding  over  who  can  use  what,  can 
cause  real  problems  for  each  business  and  for  their  relationship. 

“What  you  really  want  to  do  is  figure  out  who  is  going  to  make  these  rules,  and  I 
don’t  think  it’s  the  lawyers,”  says  Griffin.  “I  think  business-to-business  collaboration 
is  going  to  be  worked  out  between  boardrooms— between  the  C  officers  of  the  com¬ 
panies,  including  the  CIOs.”  -L.G.P. 


he  found  enough  skepticism  to  sink  the 
whole  endeavor. 

“The  reaction  was,  What’s  in  it  for  me? 
Why  should  I  do  this?  It’s  more  work  for 
us,”  says  Lowry,  who  last  fall  cofounded 
Global  Location  Services,  a  provider  of 
global  positioning  systems  in  Williamstown, 
N.J.  With  an  extensive  background  in  both 
manufacturing  and  IT,  plus  a  boatload  of 
charisma,  he  managed  at  last  to  convince 
people  internally  on  the  Vermont  sales  team 
that  collaborating  externally  was  the  right 
thing  to  do.  Then  he  had  to  wait  for  his 
salespeople  to  provide  him  the  right  contacts 
at  their  customer  companies.  Then  he  had  to 
get  the  sales  guys  up  to  speed  on  collabora¬ 
tion — at  least  enough  to  sound  marginally 
knowledgeable  on  the  subject  when  meet¬ 
ing  with  outside  parties  alongside  Lowry. 

When  Goldman  reps  finally  met  with  their 
partners  and  customers,  it  was  more  of  the 
same.  “You’d  need  someone  from  the  other 
side’s  IT  department,  the  head  person  in 
charge  of  the  plant,  your  sales  guy  and  your 
plant  guy,”  says  Lowry.  When  at  last  all  the 
right  people  were  around  the  table,  good 
feelings  did  not  exactly  flow.  “The  arms  are 
folded.  They’re  shaking  their  heads.  They’re 
looking  tired.  They  want  to  know,  Do  you 
really  want  to  collaborate,  or  do  you  just 
want  us  to  do  something  for  you?”  he  says. 

Sometimes  the  other  side  would  flat  out 
refuse  to  get  involved.  More  often — and 


worse,  by  Lowry’s  lights — the  partner  would 
agree  to  collaborate  but  then  not  do  any¬ 
thing.  “They’d  drag  their  feet.  They  would 
wait  it  out  because  they  knew  there  would 
be  a  change  in  management,  and  it  would 
someday  go  away,”  he  says.  Just  months 
before  Goldman  filed  for  bankruptcy  in  Feb¬ 
ruary  2002,  Lowry  finally  found  a  partner 


willing  to  go  beyond  the  pilot  stage  on  a  far- 
reaching  collaboration  project  in  which  the 
companies  agreed  to  directly  link  their  man¬ 
ufacturing  systems.  But  before  the  venture 
could  get  going,  the  recession  caught  up 
with  Goldman.  You  can’t  help  but  wonder  if 
Lowry  had  had  more  success  earlier  whether 
the  company  would  be  around  today. 

Lowry  was  a  visionary.  He  had  much  more 
than  minimal  collaboration  in  mind  and  only 
early  stage  technology  to  pull  it  off.  In  fact, 
he  was  attempting  the  deepest  degree  of  col¬ 
laboration,  in  which  the  majority  of  interac¬ 
tions  between  partners  involve  shared 
applications.  The  promise  of  such  integration 
is  that  partners  redesign  their  business 
processes  so  that  activities  naturally  shift  to 
the  appropriate  party,  eliminating  much 
waste.  Today,  there  are  many  technology  solu¬ 
tions  on  the  market  or  on  the  way  (such  as 
Web  services)  that  can  help  companies  achieve 
this.  It’s  the  people  issues  that  still  loom  large. 

Scott  Griffin,  vice  president  and  CIO  at 
Boeing,  is  running  up  against  the  trust  bar¬ 
rier.  Boeing  engineers  have  long  shared 
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Collaboration 


product  design  data  electronically  with  their 
supply  chain  partners.  At  that  basic  level  of 
collaboration,  trust  has  not  been  a  big  issue 
because  the  arrangement  is  covered  by  stan¬ 
dard  nondisclosure  agreements.  But  a 
higher  level  of  collaboration,  in  which  the 
company  will  integrate  its  business 
processes  with  its  partners,  holds  both  the 
promise  of  fatter  profits  and  the  peril  of 
greater  risks,  Griffin  says. 

In  the  near  future,  Boeing  engineers  and 
their  partners  won’t  just  pass  design  docu¬ 
ments  back  and  forth  but  will  actually  share 
the  same  product  data  management  system 
with  their  partners,  as  if  there  were  no  cor¬ 
porate  boundaries.  “In  this  high-level  col¬ 
laboration  we  will  have  designers  [from  all 
sides]  working  concurrently.  Someone  is 
building  the  components;  someone  is  design¬ 
ing  the  assembly;  someone  is  figuring  out 
how  to  make  the  assembly;  someone  is  fig¬ 
uring  out  how  the  assemblies  will  go 
together  into  subassemblies  and  then  finally 


into  an  airplane.  That  is  nirvana  as  far  as 
collaboration,”  says  Griffin,  speaking  worn 
Boeing’s  new  headquarters  in  Chicago. 

Even  at  such  an  advanced  level  of  collab¬ 
oration,  technology  is  no  longer  a  barrier. 
“The  technology  is  getting  to  the  point 
where  you  can  literally  work  together  as  if 
you  were  in  the  same  company.  The  only 
rules  are  nontechnical  rules  about  who  gets 
to  work  together,  how  do  they  work 
together,  what  information  can  they  share, 
what  information  can’t  they  share,  who 
owns  the  intellectual  property,”  Griffin  says. 

But  “this  is  a  big  deal  in  terms  of  trust 
because  the  [supplier]  could  build  the  same 
part  for  your  competitor,”  he  says.  “Once 
you  say,  Build  me  the  world’s  best  overhead 
arch  beam,  they  could  turn  around  and  sell 
that  to  Airbus.”  No  one  has  come  up  with  a 
satisfactory  solution  to  that  conundrum  yet, 
despite  vendor  claims  to  the  contrary,  says 
Griffin,  adding,  “We  need  to  work  some 
stuff  out.” 
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Six  Ways  of 
Getting  to  Yes 

So  successful  collaboration  boils  down  to 
trust  among  partners.  And  trust  has  to  be 
built  up  over  time.  “You  have  to  earn  it,” 
says  Applica’s  Fisher.  “You  can’t  walk  in  the 
door  with  bright  eyes  and  bright  ideals.  It 
takes  time.”  Acknowledging  that  there  are 
no  quick  fixes,  here  are  six  ways  CIOs  can 
lay  the  foundation  for  trust. 

1  START  SMALL.  Begin  by  collaborat¬ 
ing  on  a  small  scale — such  as  synchro¬ 
nizing  one  type  of  sales  data — and  with 
a  partner  you  already  trust  (hopefully,  the 
feeling  is  mutual).  Pick  a  project  that  is  likely 
to  provide  a  quick  return  on  investment  for 
both  sides.  Once  you  show  real  benefits  and 
create  a  climate  of  trust,  then  it’s  time  to  go 
for  bolder  stuff.  Spalding,  the  sporting  goods 
manufacturer;  launched  its  collaboration  with 
Wal-Mart  by  initially  exchanging  data  via 
EDI.  Today,  the  companies  share  forecasts 
and  real-time  sales  data  over  the  Internet.  The 
key  to  the  successful  venture,  says  Spalding 
CIO  Rousseau,  was  establishing  a  track 
record  of  collaboration,  however  modest. 

2  LOOK  INWARD.  As  Lowry  found  at 
Goldman  Industrial  Group,  the  neces¬ 
sary  precondition  for  establishing  trust 
with  outside  partners  is  establishing  trust  with 
one’s  internal  peers.  That  means  the  CIO  and 
his  staff  must  make  peace  with  the  supply  chain 
folks,  the  e-commerce  team,  the  marketing  and 
sales  force,  and  whomever  else  might  be 
involved  (which  is  to  say,  everyone).  Give  the 
same  pitch  you  would  to  external  partners, 
singing  the  commonsense  benefits  of  working 
together  and  grinding  along  toward  consensus. 
Your  internal  political  situation  might  be  a 
mess,  but  that’s  no  excuse.  If  you  can’t  break 
down  barriers  with  the  people  you  play  along¬ 
side  on  the  company  softball  team,  you  don’t 
have  a  hope  in  hell  of  doing  it  with  outsiders. 
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ril  A  corporation  lives  or 

I  I  ■  dies  by  its  employees’ 

ability  to  access  information,  and  its 
network  is  the  vital  framework  that 
carries  that  information  to  the  farthest 
reaches  of  the  company.  Corporate 
networks  handle  work  as  simple  as  e- 
mailing  a  file  to  a  colleague,  or  as 
complex  as  connecting  mission- 
critical  applications  across  vast 
geographic  distances  to  streamline 
the  supply  chain.  When  it’s  up  and 
running  at  peak  performance,  the 
network  is  worth  untold  millions 
of  dollars  in  new  business  opportu¬ 
nities  and  efficiencies. 

But  here’s  another  fact:  when 
the  network  goes  down,  it  can 
cost  the  company  millions  in  lost 
productivity. 

“Network  outages  affect  every 
aspect  of  the  business,  from  receipt 
of  orders  to  customer  service,”  says 
Tony  Beam,  director  of  AMPTRAC 
marketing  at  Tyco  Electronics/AMP 
NETCONNECT  in  Harrisburg, 

Pa.  “It  can  severely  impact  a  com¬ 
pany’s  ability  to  respond  to  clients’ 
needs,  and  that  can  translate  into  lost 
orders,  dissatisfied  customers  and 
missed  opportunities.” 

With  so  much  at  stake,  companies 
should  have  an  airtight  plan  to  moni- 
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tor  and  manage  their  networks  as 
closely  as  possible.  But  too  often 
when  network  outages  occur,  they  last 
longer  than  they  should  because 
they’re  mishandled. 

Most  IS  shops  react  to  a  network 
outage  by  first  looking  for  problems  in 


their  application  software,  then  the  net¬ 
work  software,  says  Richard  McNees, 
VP/Marketing  at  iTRACS  Corpor¬ 
ation,  a  Chicago-based  infrastructure 
management  solutions  company.  “The 
trouble  is,  they’re  looking  in  the  wrong 
place  most  of  the  time,”  McNees  says. 

In  fact,  according  to  recent 
numbers  from  Infonetics  Research,  a 
San  Jose,  Ca. -based  research  firm,  up 
to  69  percent  of  network  outages  can 
be  traced  to  the  network’s  hard¬ 
ware — not  the  software. 


“Most  of  the  time  the  problem  is  in 
the  cabling,  but  IS  folks  generally  look 
there  last,”  notes  Bill  Sewell, 
VP/Systems  Solutions  at  DMJMH+N, 
a  Los  Angeles-based  global  network 
design  company. 

Part  of  the  problem  is  that  many 
corporate  decision-makers  don’t 
give  top-of-mind  importance  to 
the  physical  layer  of  the  network. 
“The  general  perception  of  the 
cabling  issue  is,  ‘out  of  sight,  out 
of  mind,’”  Sewell  says. 
“Unfortunately,  a  lot  of  folks  in  a 
corporation  don’t  recognize  the 
significant  impact  [the  network] 
can  have  on  day-to-day  business.” 

Another  issue:  the  physical  layer 
is  often  so  poorly  organized  that 
even  IS  staffers  are  left  trouble¬ 
shooting  blindly.  “The  typical  IT 
network  individual  is  accustomed  to 
seeing  the  ‘mushroom  cloud’  repre¬ 
senting  the  network.  He  has  no  vis¬ 
ibility  into  what’s  going  on  inside 
that  cloud  relative  to  physical 
implementation  of  changes  in  the 
network,”  says  Beam. 

Sewell  recalls  a  recent  experience 
with  a  regional  bank  in  the  U.S. 
“Their  operations  center  was  a 
mess,”  he  recalls.  “The  cabling  was 
so  completely  out  of  control  that  the 
company  didn’t  have  any  idea  what 
devices  were  connected  where.  They 
were  afraid  to  disconnect  unused  ser¬ 
vices  because  they  had  no  idea  what 
they  were  unplugging.” 

The  frequent  moves  of  company 
employees  only  compound  the  prob- 
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lem.  Every  time  an  employee  shifts 
cubes,  or  a  new  employee  comes  on  board, 
the  IS  staff  must  manually  document  the 
move  to  keep  the  topology  of  the  network 
up  to  date.  “But  the  trouble  is,  manual 
documentation  is  time-consuming  and 
tedious  and  frequently  doesn’t  get  done,” 
says  McNees.  “Depending  on  manual 
updates  virtually  guarantees  that  the 


out  the  lifetime  of  the  network  and 
technical  infrastructure,”  says  AMP 
NETCONNECT’s  Beam.  “IT  execu¬ 
tives  can  expect  to  see  a  return  on 
investment  anywhere  from  six  to  18 
months  after  purchase.  AMPTRAC  pays 
back  the  initial  investment  many  times 
over  during  the  lifetime  of  the  network.” 

By  removing  the  guesswork  from 


With  AMPTRAC,  IS  executives  can 
define  their  own  business  rules  for  any 
event,  be  it  authorization  procedures  or 
connecting  and  disconnecting.  The 
result:  decreased  network  outages  and 
increased  workforce  productivity. 
Because  AMPTRAC  provides  real¬ 
time,  accurate  network  documentation 
that  pinpoints  problems,  troubleshoot- 


INFONETICS:  UP  TO  69  PERCENT  OF  NETWORK 
OUTAGES  CAN  BE  TRACED  TO  THE  NETWORK’S  HARDWARE— 

NOT  THE  SOFTWARE. 


network  will  get  out  of  control.” 

Adding  fuel  to  the  fire  is  the  fact  that 
network  managers  spend  only  7  percent 
of  their  time  planning  for  the  network, 
according  to  a  study  by  Infonetics 
Research.  Small  wonder  that  things  get 
lost  in  the  mix. 

“If  you  want  to  know  what’s  on  your 
network,  status  quo  methods  of  address¬ 
ing  the  problem  won’t  work,”  says 
Sewell.  “Companies  need  to  find  a  way 
to  build  automated  network  intelligence 
into  the  process.” 

THE  SOLUTION:  AMPTRAC 
Connectivity  Management  System 

AMPTRAC  is  a  new  connectivity  man¬ 
agement  system  that  provides  intelli¬ 
gent,  automated  management  of  the 
physical  layer  of  corporate  networks. 
Combining  Tyco  Electronics’  AMP 
NETCONNECT  cabling  system  with 
real-time  infrastructure  management 
software  from  iTRACS,  the  AMPTRAC 
system  allows  enterprise  CIOs  to  mini¬ 
mize  network  downtime,  reduce  IT  staff 
workload  and  streamline  the  moves, 
adds  and  changes  (MACs)  that  compro¬ 
mise  network  uptime. 

“The  iTRACS  time-tested  software, 
in  tandem  with  the  AMP  NETCON¬ 
NECT  cabling  system,  will  help  pull 
CIOs  out  of  the  dark  when  it  comes  to 
proactively  managing  their  physical  net¬ 
work,”  says  iTRACS’  McNees. 

AMPTRAC  provides  long-term 
assurance  that  CIOs  can  manage  the 
network  cabling  intelligently  and  with 
confidence.  “This  is  an  infrastructure 
tool  that  will  provide  benefits  through- 


maintaining  and  troubleshooting  the 
network  cabling  system,  AMPTRAC  is 
able  to  improve: 

Mapping 

The  AMPTRAC  system’s  series  of  cus¬ 
tomizable  screens  maps  out  the  existing 
connectivity  of  the  network,  including 
unused  office  ports  or  servers.  IS  techni¬ 
cians  can  then  make  changes  with  confi¬ 
dence,  knowing  that  AMPTRAC  pro¬ 
vides  an  accurate  representation  of  the 
physical  layer. 

MACs 

The  system  automatically  updates  the 
map  of  the  network  every  time  a  MAC  is 
made.  “By  automating  a  lot  of  manual 
procedures  that  are  tedious  and  time- 
consuming,  AMPTRAC  greatly  reduces 
errors  caused  by  manual  updates,  as  well 
as  decreasing  the  workload  of  IS  staffers,” 
says  Sewell. 

Mistake  Avoidance 

AMPTRAC  helps  prevent  mistakes  from 
being  made  in  the  first  place.  For  example, 
say  Bill  in  accounting  is  moving  from  the 
third  floor  to  the  fourth,  but  the  techni¬ 
cian  mistakenly  switches  his  coworker 
Mary’s  port  instead.  “Now  you  have  two 
outages  when  you  didn’t  expect  to  have 
any,”  says  McNees.  “Try  to  diagnose  that 
one.”  AMPTRAC  would  eliminate  the 
problem.  “Our  system  would  send  an  alert 
out,  and  the  technician  couldn’t  close  out 
the  work  order  on  Bill  until  the  work  was 
finished  correctly.  At  the  same  time,  it 
would  open  a  work  order  on  Mary,  alert¬ 
ing  the  technician  to  the  situation.” 


ing  the  cabling  system  becomes  a 
breeze.  “AMPTRAC  will  provide  100 
percent  assurance  that  it  has  identified 
the  root  cause  of  a  problem,”  says 
Beam,  “so  technicians  can  be  confident 
that  they  have  fixed  the  right  thing.” 

The  solution  also  enables  CIOs  to 
proactively  analyze  the  utilization  of  the 
network.  “About  40  percent  of  most 
existing  networks  are  underutilized  sim¬ 
ply  because  CIOs  don’t  have  a  clue  as  to 
what’s  out  there,”  says  Beam. 
AMPTRAC,  with  its  accurate  represen¬ 
tation  of  the  network’s  physical  layer, 
helps  IS  executives  save  money  by  better 
managing  existing  resources. 

AMPTRAC  also  provides  stringent 
security  protection.  “If  somebody  dis¬ 
connects  a  cord  in  the  network,  you’ll 
know  about  it  because  AMPTRAC 
will  send  an  alarm,”  says  McNees. 

It  all  adds  up  to  a  solution  that  is  vital 
to  the  efficient  management  of  a  corpo¬ 
rate  network — by  any  measure,  the  cen¬ 
tral  nervous  system  of  any  business. 

By  reducing  downtime  and  increas¬ 
ing  productivity — by  providing  net¬ 
work  intelligence — AMPTRAC  is  a 
good  bet  toward  increasing  the  bottom 
line.  After  all,  what  helps  the  network 
ultimately  helps  the  business.  • 

tijca 

Electronics 

website:  www.ampnetconnect.com/amptrac 
email:  networking.help@tycoelectronics.com 
phone  number:  1-800-553-0938 
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Waste  not, 

Lret  more. 


CIO  100  HONOREES 

will  be  honored  at  the  annual 
CIO  100  Symposium  &  Awards 
Ceremony  Aug.  17-19,  2003, 
at  The  Broadmoor  in  Colorado 
Springs,  Colorado.  Winners- 
and  their  resourceful  ideas- 
wiil  also  be  featured  in  the 
Aug.  15,  2003,  issue  of  CIO. 


Are  You  Resourceful? 

IN  TOUGH  TIMES,  YOU  HAVE  A  CHOICE.  You  can  get 

conservative,  hunker  down  and  cut  your  losses,  or 
you  can  use  your  head  and  find  creative  ways  to  do 
more  with  less.  Companies  that  figure  out  how  to 
generate  greater  value  with  more  limited  IT  resources 
thrive— whatever  the  state  of  the  economy. 

If  your  company  is  resourceful,  if  it  has  developed 
imaginative  new  ways  to  get  more  from  its  IT  staff, 
systems  and  budget,  our  readers— your  peers— 

want  to  know  about  you. 

BE  RECOGNIZED  as  one  of  the  Resourceful  100. 
APPLY  NOVi  for  the  16th  Annual  CIO  100  Awards. 


,  Learn  more  about  the  CIO  100 
and  get  an  application  on  our 
website.  APPLICATIONS 
AVAILABLE  ONLINE  AT 
WWW.CIO.COM/CIOIOO 


The  2003  CIO  Awards  Ceremony 
is  proudly  underwritten  by 


PeopleSoft 


The  Resource  For 
Information  Executives 


Collaboration 


Collaboration  can  extend  to  competing  vendors 

SPEAKING  OF  TRUST,  how  do  you  feel  about  your  technology  vendors  these  days? 
You’d  like  to  be  able  to  call  your  vendors  partners,  but  do  they  live  up  to  the  term? 
Thomas  Fisher  set  out  to  make  his  vendors— both  incumbent  and  wannabe— earn 
his  trust. 

Fisher,  vice  president  of  global  information  technology  for  Applica,  a  Miami  Lakes, 
Fla. -based  manufacturer  of  small  appliances,  was  frustrated  with  the  way  vendors 
resisted  his  attempts  to  make  them  work  together.  So  in  December  2001  he  hosted  a 
two-day  summit  for  all  the  technology  vendors  he  was  doing  business  with,  as  well  as 
any  that  hoped  to  sell  to  him  in  the  near  future.  Few  of  them  were  happy  at  the  prospect. 

“Some  of  them  had  heartburn  about  attending  with  their  competitors.  They  were 
concerned  about  possible  anticompetitive  stuff  and  revealing  corporate  information. 
I  had  to  have  a  conversation  with  some  of  their  legal  folks.  I  told  them  that  is  not 
what  this  is  all  about,”  says  Fisher.  He  allayed  their  fears  (or  maybe  just  wore  them 
down).  The  summit  went  forward. 

“I  put  them  all  in  the  same  room,  and  I  laid  out  my  vision.  I  told  them  they  all  had  to 
work  together,"  he  says.  A  lot  of  squirming  and  grumbling  went  on,  but  at  the  end  of  the 
meeting,  everyone  walked  away  with  a  clear  understanding  of  how  Fisher  does  business. 

One  vendor  who  did  not  attend  the  summit  learned  that  lesson  the  hard  way 
recently.  This  person  called  Fisher  and  proposed  that,  although  Applica  was  not 
going  to  be  spending  any  money  on  technology  for  the  rest  of  2002,  Fisher  could 
install  one  of  the  vendor’s  products  now  and  not  pay  for  it  until  early  this  year. 
Everyone’s  doing  it,  the  rep  said,  since  it's  an  easy  way  to  get  new  systems  in  the 
door  under  the  radar  of  corporate  finance. 

Fisher  saw  red.  “As  a  corporate  officer  I  have  to  sign  a  sworn  affidavit  every  quarter 
that  I  don’t  know  about  any  side  deals  or  hidden  revenues  or  costs.  This  is  just  a  small 
example.  But  it  led  me  to  call  him  back  and  say,  I  can’t  do  business  with  you,”  he  says. 
“Trust  has  to  be  a  common  bond.  Once  it’s  violated,  it’s  very  hard  to  get  it  back.” 

Fisher  advocates  that  all  CIOs  should  regularly  corral  their  vendors  in  a  single 
room  to  get  them  working  together  as  a  team.  “The  best  part  was  these  competitors 
found  they  can  work  together  as  business  partners,”  he  says.  A  sign  trust  had  begun 
to  take  root:  One  company  representative  took  the  rep  from  his  biggest  competitor 
to  lunch  after  the  meeting  was  over.  -L.G.P. 


GATHER  ’ROUND.  This  is  no  time 
to  use  e-mail  or  videoconferencing. 
There’s  no  more  sophisticated  method 
to  build  up  trust  than  to  meet  with  people 
the  old-fashioned  way,  around  a  table.  Listen 
to  the  objections,  find  out  what  the  agendas 
are,  buy  them  lunch  (better  yet,  cocktails), 
and  then  do  it  all  over  again  as  people  leave 
and  management  changes.  Boston-based 
Partners  Healthcare  System  recently  began 
sharing  some  data  with  Blue  Cross  Blue 
Shield  of  Massachusetts,  a  health  insurer.  The 
undertaking  makes  sense  for  both  sides,  but 
first  the  parties  had  to  overcome  antagonism 
caused  by  fractious  negotiations  on  reim¬ 
bursement  rates  that  happen  every  few  years. 
John  Glaser,  vice  president  of  IT  and  CIO 
for  Partners,  and  his  counterpart,  Blue  Cross 
CIO  Carl  Ascenzo,  discovered  that  a  small 
humanizing  touch  is  sometimes  all  that’s  nec¬ 
essary  to  get  collaboration  working.  The  per¬ 
son  who  does  claims  processing  at  Partners 
got  together  with  her  counterpart  at  Blue 
Cross  for  the  first  time.  “The  social  glue 
didn’t  exist  because  they  had  never  met.  One 
part  of  collaborating  is  getting  to  the  point 
where  you  realize  you  like  the  other  person,” 
says  Glaser. 

GO  FOR  THE  WIN-WIN.  It’s  a 
cliche,  but  be  prepared  to  hear — and 
say — “win-win”  (or  even  “win-win- 
win”)  over  and  over  again.  That’s  because 
collaboration  really  is  a  new  way  of  doing 
business,  a  system  in  which  the  biggest  par¬ 
ties  do  not  bully  and  abuse  their  partners 
because  they  can,  but  rather  help  create  an 
environment  that  optimizes  business  for  all 
supply  chain  members.  If  you  can’t  demon¬ 
strate  that  the  collaboration  initiative  will 
benefit  everyone,  no  one  is  going  to  get 
behind  it — in  their  hearts,  minds  or  wallets. 
DON’T  GIVE  AWAY  THE  STORE. 
Declare  that  no  one  has  to,  or  should, 
share  all  information.  Even  in  this  day 
of  the  extended  enterprise,  some  information 
should  remain  proprietary.  Acknowledge 
that  point  right  away  so  that  people  can 
relax.  You  don’t  have  to  share  everything  to 
improve  your  supply  chain’s  performance. 
Simple  exchange  of  demand,  consumption 


and  capacity  forecasts  can  go  a  long  way. 

JUST  DO  IT.  One  of  the  best  ways 
to  build  trust  is  simply  to  start  shar¬ 
ing  information.  If  all  goes  well,  suc¬ 
cess  breeds  trust,  emboldening  the  partners 
to  go  on  to  bigger  things.  Rousseau  doesn’t 
worry  that  sharing  data  will  lead  Wal-Mart 
and  other  customers  such  as  Kmart  to  try 
to  drum  down  Spalding’s  costs.  “That  will 
happen  anyway.  We’re  not  afraid  of  that. 
We  just  have  the  kind  of  relationship  where 
it’s  beneficial  to  both  sides  to  share  as  much 


information  as  we  can,”  she  says. 

Having  a  history  of  successes  together 
goes  a  long  way  to  maintaining  trust,  Rousseau 
says.  “Nothing  bad  has  ever  happened  with 
the  information  they  send  to  us.  And  vice  versa. 
Trust  evolves  through  reliability  and  being 
able  to  have  accurate,  timely  data.”  BE] 


Can  collaboration  work?  Write  us  at  letters@cio.com. 
Lauren  Gibbons  Paul  ( iaurenpaul@attbi.com )  is  a 
freelance  writer  in  Waban,  Mass.  CIO  Deputy  Editor 
Richard  Pastore  contributed  to  this  article. 


82  CIO  JANUARY  15,  2003  •  www.cio.com 


is  is  your  conference 

Feb.  10 -12,  2003 
www.cinaular.com/wave 


it’s  clear 

WAVE  2003  is  the  wireless  industry’s  most  dynamic  forum  for  alliance  building  and  innovation 
exchange.  With  a  focus  on  wireless  voice  and  data  business  and  technology,  this  premier 
knowledge  building  and  networking  event  effectively  positions  you  to  capitalize  on  the  latest 
solutions  to  create  real  business  value. 

what  you’ll  hear 

-  Success  stories  of  corporations  that  are  realizing  true  ROI  on  their  wireless  investments 

-  In-depth  analyses  of  the  future  of  wireless  technology 

-  Information  on  partnering  opportunities  with  Cingular  that  radically  improve  productivity 

compelling  speakers 

-  George  Herbert  Walker  Bush,  Former  U.S.  President 

-  Scott  McNealy,  Chairman  and  CEO,  Sun  Microsystems 

-  Mark  L.  Feidler,  Chief  Operating  Officer,  Cingular  Wireless 

-  Jay  Leno  host  of  WAVE’S  Special  Dinner  Event 

connect  to  what’s  next 

Join  hundreds  of  Fortune  1 000  business  executives  and  decision  makers  integral  to 
building  successful  mobile  strategies  and  implementing  wireless  voice  and  data  solutions. 

For  more  conference  information  go  to  www.cingular.com/wave  or  call  1-800-818-5451. 
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Corporate  Governance 


As  CIOs,  you  are  being  sought  after  to  serve  on  corporate  boards,  a 
unique  opportunity  to  help  right  many  wrongs.  But  there  are  risks— you 
must  be  prepared,  be  aware  and  be  diligent  when  you  jump  on  board. 

BY  MERIDITH  LEVINSON 


Reader  ROI 

►  How  the  corporate  scan¬ 
dals  have  affected  serving 
on  a  board 

►  Why  CIOs  may  be  the  right 
caliber  of  executive  to 
serve  on  boards 

►  How  CIOs  can  safely  and 
effectively  bring  their 
knowledge  to  bear 


THE  LAST  YEAR  AND  A  HALF  WILL  PROBABLY  GO  DOWN 
AS  ONE  OF  THE  MOST  TUMULTUOUS  PERIODS  IN  THE 

HISTORY  OF  CORPORATE  AMERICA  .  Enron’s  accounting  improprieties  led 

to  its  thunderous  collapse  18  months  ago.  Soon  thereafter,  problems  surfaced  at  a  host  of 
public  companies — Adelphia,  Global  Crossing,  Tyco  and  WorldCom  among  them.  Dubious 
accounting  practices  led  to  bankruptcy  or  company  founders  being  led  off  in  handcuffs,  as 
was  the  case  with  Adelphia’s  former  CEO  John  Rigas.  Myriad  accounting  firms  and  invest¬ 
ment  banks  joined  the  fray,  becoming  embroiled  in  lawsuits  and  investigations  over  conflicts 
of  interest.  And  don’t  forget  the  allegations  of  insider  trading  encircling  Martha  Stewart 
and  ImClone  CEO  Sam  Waksal. 

This  epidemic  of  corporate  chicanery  inspired  an  uncharacteristically  rapid  response  from 
the  government.  To  assure  the  public  that  the  White  House  was  taking  seriously  the  call  for 
corporate  reform,  President  George  W.  Bush  signed  the  Sarbanes-Oxley  Act  into  law  on 
July  30,  2002,  just  seven  months  after  Congress  passed  it.  (For  more  on  the  accounting 
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Corporate  Governance 


reform  act,  see  “What  the  Sarbanes-Oxley 
Act  Means  for  Board  Members,”  Page  90.) 

While  this  stormy  corporate  climate 
makes  joining  a  board  of  directors  a  seem¬ 
ingly  risky  proposition,  it’s  also  rife  with 
opportunities  for  current  and  former  CIOs 
to  shape  business  history.  At  a  time  when 
big  business  needs  to  make  big  changes  to 
restore  investors’  confidence  and  bring  some 
stability  to  a  sluggish  economy,  the  meticu¬ 
lous  nature  and  analytical  mind  of  CIOs 
could  cast  them  as  the  cadre  of  executive 
most  capable  of  playing  watchdog. 

The  backdrop  of  bad  business  behavior 
is  already  changing  the  boardroom  agenda. 
When  the  seven  members  of  the  Sybase 
board  of  directors  gathered  last  July  in  Half 
Moon  Bay,  Calif.,  for  the  company’s  second 
quarter  meeting,  they  spent  20  percent  of 
the  time  discussing  the  ramifications  of  Sar¬ 
banes-Oxley  and  the  new  requirements  for 


financial  reporting,  says  board  member 
Cecilia  Claudio.  To  prepare  for  the  meet¬ 
ing,  Claudio  spent  a  lot  more  time  scruti¬ 
nizing  the  company’s  annual  and  quarterly 
financial  statements  (10-Ks  and  10-Qs, 
respectively)  than  she  had  before  the  cor¬ 
porate  scandals. 

“There’s  a  higher  level  of  engagement  on 
the  financial  side. ..understanding  all  the 
10-Ks  and  10-Qs  and  making  sure  every¬ 
thing  is  done  according  to  the  new  act,”  says 
Claudio,  the  senior  vice  president  and  CIO  of 
Farmers  Insurance  Group  who  has  served 
on  Pleasanton,  Calif.-based  Sybase’s  board 
for  three  years.  “There’s  a  higher  degree  of 
responsibility  that  each  one  of  us  feels.” 

Many  current  and  former  CIOs  serving 
on  boards  echo  that  sentiment.  David 
Weick,  the  senior  vice  president  and  CIO  of 
McDonald’s  who  sits  on  the  board  of  Lake 
Forest,  Ill. -based  Trustmark  Insurance,  says 


the  corporate  scandals  have  “redoubled”  his 
understanding  of  his  role  in  representing  the 
shareholders’  interests.  Carl  Dill,  who  served 
as  CIO  of  McDonald’s  and  Time  Warner 
before  retiring  and  joining  the  boards  of  two 
technology  companies,  says  board  members 
are  required  to  exercise  more  oversight  and 
practice  better  checks  and  balances.  That 
makes  the  role  much  more  time-consuming. 
“There  are  probably  three  times  as  many 
meetings  and  reviews  on  my  calendar  for 
2003  as  there  were  previously,”  he  says. 

Companies  having  difficulty  finding  exec¬ 
utives  willing  to  assume  these  added  respon¬ 
sibilities  are  increasingly  viewing  current  and 
former  CIOs  as  an  untapped  pool  of  talent. 
One  notable  example  is  international  apparel 
retailer  Gap,  rated  by  BusinessWeek  last  Sep¬ 
tember  as  having  one  of  the  worst,  most  clan¬ 
nish  boards  in  America.  That  same  month, 
Gap  tapped  onetime  Wal-Mart  CIO  Bob 
Martin  for  a  seat  at  its  table.  In  a  press  release 
announcing  Martin’s  appointment,  Gap 
Chairman  Donald  G.  Fisher  said,  “Bob’s 
good  business  judgment,  information  tech¬ 
nology  expertise  and  international  retail  expe¬ 
rience  will  be  an  asset  to  us.” 

CIOs  and  former  CIOs  such  as  Martin 
bring  important  skills  and  perspectives  to 
bruised  and  battered  boards.  Their  expertise 
in  designing  and  implementing  financial  sys¬ 
tems  is  a  boon  to  boards  struggling  to  com¬ 
ply  with  government  regulations  requiring 
more  frequent — if  not  real-time — financial 
reporting.  Their  experiences  with  compen¬ 
sation  and  retention  issues  can  prove  invalu¬ 
able  during  discussions  about  motivating  the 
executive  team.  CIOs  have  also  gleaned 
knowledge  of  different  aspects  of  business 
over  the  years — from  supply  chain  manage¬ 
ment  and  sales  to  marketing  and  HR. 

STATE  OF  DENIAL? 

While  Weick  and  his  colleagues  speak  of  their 
increased  responsibility  and  vigilance,  they  dis¬ 
count  the  idea  that  shady  dealings  are  wide¬ 
spread.  “There  are  a  few  companies  that 
either  had  fraudulent  practices  or  engaged  in 
some  unethical  activities,  but  I  think  the  num¬ 
ber  of  companies  is  limited,”  Weick  says. 


THE  CHANGING  ROLES  OF  BOARD  MEMBERS 

THE  CORPORATE  SCANDALS  have  irrevocably  changed  the  structure  and  opera¬ 
tion  of  boards  of  directors.  For  an  executive  to  be  appointed  to  a  board  today,  that 
individual  has  to  demonstrate  a  solid  understanding  of  corporate  finance.  Ideally, 
their  resume  should  include  a  stint  as  CFO.  That  was  not  a  requirement  in  the  past. 

Previously,  boards  were  composed  mainly  of  C-level  executives  (usually  CEOs  and 
CFOs)  and  occasionally  representatives  from  the  academic  and  venture  capital  com¬ 
munities.  Today,  companies  are  looking  to  add  CIOs  for  their  functional  expertise,  as 
well  as  HR  executives  for  their  understanding  of  compensation  issues. 

As  the  number  of  board  members  increases  and  their  combined  skill  sets  diversify, 
boards  are  forming  more  subcommittees.  Besides  audit  and  compensation  subcom¬ 
mittees,  boards  are  forming  governance  and  nominating  committees  to  ensure  the 
lines  between  boards  and  management  remain  clear. 

The  role  of  board  member  takes  up  much  more  time  today  than  it  did  in  the  past.  To 
adequately  keep  tabs  on  the  business,  board  members  participate  in  regular— often 
monthly— conference  calls  between  meetings.  Many  are  also  opting  to  meet  inde¬ 
pendently  of  the  senior  managers  after  each  meeting  to  discuss  the  company’s  per¬ 
formance  and  operations  on  their  own. 

The  role  of  the  board  member  as  an  adviser  is  changing  as  well.  Though  many 
CEOs  say  they  rely  on  their  board  for  advice  and  many  board  members  agree  that 
mentoring  is  part  of  their  role,  today  board  members  spend  more  time  overseeing  the 
company’s  financial  performance  and  operations  rather  than  doling  out  strategic 
advice.  Because  they’re  more  bogged  down  in  the  finer  points  of  financial  reports, 
some  board  members  also  say  the  role  isn’t  as  much  fun  as  it  used  to  be.  -M.L. 
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Redirect 


Respond 


Refresh 


Reshape 


Refocus 


Relieve 


Reallocate  your  resources. 

Server  time  and  space  are  precious  commodities,  at  least  from  where 
you're  sitting.  Your  customers  are  clamoring  for  more,  more,  more,  while 
you  try  to  figure  out  how  to  deliver  with  less,  less,  less. 


HP  ProLiant  DL  580G2  Server 
with  Intel"  Xeon™  processors 


HP  ProLiant  servers,  powered  by  Intel®  Xeon™  processors,  put  you  in 
control  of  your  resources  so  that  you  can  realize  the  true  potential  of  your 
infrastructure.  ProLiant  Essentials  Workload  Management  Pack  software 
lets  you  allocate  your  resources  to  specific  tasks  and  then  reallocate  them 
as  needed  — automatically.  We  call  it  Dynamic  Resource  Scaling.  And  with 
this  added  control  and  increased  visibility,  you  may  even  find  you 
can  boost  efficiency  by  placing  more  workload  on  those  same  servers. 


It  all  adds  up  to  faster,  better  distribution,  increased  ROI  and  gigantic 
leaps  forward  in  customer  satisfaction.  Which,  of  course,  is  a  relief  to  you. 

Visit  www.hp.com/go/proliant77  or  call  1.800.282.6672, 
option  5,  and  mention  code  XFJ  for  a  white  paper  on 
adaptive  infrastructure  and  a  free  trial  of  HP  ProLiant 
Essentials  software! 


invent 


©  2002  Hewlett-Packard  Company.  Intel,  the  Intel  Inside  Logo  and  Xeon  are  trademarks  or  registered  trademarks  of  the  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries. ‘Workload  Management  Pack  and  Rapid  Deployment  Pack  only.  For  U.S.  customers  only. 


Corporate  Governance 


McDonald’s  CIO  David  Weick,  who  is  on  the  board  of  Trustmark  Insurance,  says 

the  corporate  scandals  have  made  him  more  cognizant  of  his  responsibilities 
to  shareholders. 


John  Loewenberg  has  a  similar  view. 
“These  high-visibility  cases  would  lead  you 
to  believe  there’s  an  issue  there,”  says  the 
former  CEO  of  Aetna  Information  Technol¬ 
ogy  who  sits  on  the  boards  of  five  high-tech 
firms.  “I  personally  believe  you  have  a  few 
companies  where  there’s  a  serious  problem.” 

Those  comments  may  be  an  attempt  at 
positive  spin  and  corporate  political  cor¬ 
rectness,  or  they  may  indicate  an  attitude 
and  a  lack  of  assertive  oversight  that’s  part 
of  the  disfunction  in  corporate  governance 
today.  “It’s  not  just  a  few  bad  apples,”  says 
Jay  Lorsch,  the  Louis  Kirstein  professor  of 
human  relations  at  Harvard  Business  School 
and  author  of  Pawns  or  Potentates:  The 
Reality  of  America’s  Corporate  Boards. 
“There  are  huge  problems  across  the  whole 
spectrum  of  our  corporate  governance  sys¬ 
tem.  When  you  see  a  law  like  Sarbanes- 
Oxley  signed  by  the  president,  there’s  a 
problem.  If  the  CIOs  of  America  don’t  see  it, 
then  God  help  ’em.  They’re  blind.” 

RECOGNIZING  CONFLICTS 

For  CIOs  to  effectively  serve  shareholder 
interests  as  board  members,  they  must 
understand  the  debate  around  board  and 
CEO  compensation  and  how  conflicts  of 
interest  arise.  For  example,  it  might  sound 
sensible  to  compensate  CIOs  and  other  exec¬ 
utives  with  cash  (rather  than  riskier  stock 
options)  to  encourage  them  to  serve  on 
boards.  Max  Hopper,  who  sits  on  the 
boards  of  Gartner  and  four  other  compa¬ 
nies,  advocates  this  idea.  “People  joining 
boards  want  to  be  rewarded  for  their  con¬ 
tribution,”  says  Hopper,  the  former  CIO  of 
the  Bank  of  America,  former  senior  vice 
president  at  AMR  and  chairman  of  IT  at 
The  Sabre  Group.  “Over  the  last  two  years, 
there  hasn’t  been  a  lot  of  reward.” 

Bad  idea,  says  Charles  Elson,  the  Edgar  S. 
Wooland  Jr.  professor  of  corporate  gover¬ 


nance  and  director  of  the  University  of 
Delaware’s  Center  for  Corporate  Gover¬ 
nance.  Taking  cash  at  the  outset  sends  a 
“terrible  signal”  to  shareholders,  he  says, 
that  board  members  have  so  little  interest  in 
the  company  that  they  want  payment  up 
front.  “The  problem  with  cash  compensa¬ 
tion  is  that  it  links  [board  members’]  inter¬ 
ests  with  the  management’s,”  he  says. 
Instead,  Elson  advocates  giving  board  mem¬ 
bers  an  equity  stake  in  the  company. 
“Equity-based  compensation  for  directors 
links  their  interests  with  the  company  and  its 
shareholders,  not  with  management.” 

When  other  conflicts  of  interest  arise,  it’s 
critical  to  acknowledge  and  correct  them. 


Last  May,  while  the  U.S.  Securities  and 
Exchange  Commission  was  launching 
numerous  investigations  into  companies’ 
accounting  practices  and  business  rela¬ 
tionships,  it  looked  into  Ernst  &  Young 
and  its  relationship  with  PeopleSoft,  one  of 
its  clients.  The  SEC  alleged  that  Ernst  & 
Young  violated  auditor  independence  rules 
by  jointly  developing  and  marketing  soft¬ 
ware  with  PeopleSoft  while  it  was  auditing 
the  books  for  the  Pleasanton,  Calif.-based 
company  from  1994  to  2000.  According  to 
the  SEC,  Ernst  &  Young  agreed  to  pay 
PeopleSoft  royalties  ranging  from  15  per¬ 
cent  to  30  percent  for  the  sale  of  each 
jointly  developed  product.  PeopleSoft  was 


“WHEN  YOU  SEE  A  LAW  LIKE  SARBANES-OXLEY  SIGNED  BY  THE  PRESIDENT,  THERE’S 
A  PROBLEM.  IF  CIOs  DON’T  SEE  IT,  THEN  GOD  HELP  ’EM.  THEY’RE  BLIND.” 

-JAY  LORSCH.  PROFESSOR  OF  HUMAN  RELATIONS  AT  HARVARD  BUSINESS  SCHOOL 
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CIO  Perspectives 

Powerful  Insights. 

Actionable  Ideas. 

Great  Networking. 


AN  AGENDA  FOR 
PROFESSIONAL 
AND  PERSONAL 
SUCCESS 

April  27-29, 2003 

Hyatt  Regency,  Coconut  Point  Resort 
Bonita  Springs,  Florida 


As  information  technology  permeates  all 
areas  of  the  business,  CIOs  have  found  that 
they  are  expected  to  be  much  more  than 
technology  experts.  They  need  to  be  leaders, 
motivators,  communicators,  educators  and 
collaborators.  They  need  to  work  within  the 
organization’s  ethics,  values  and  culture, 
navigate  the  politics,  set  realistic  expectations. 
They  need  to  establ  ish  themselves  as  trusted 
partners  throughout  the  organization.  And 
yes — they  sti  1 1  need  to  keep  current  with 
technologies  that  will  significantly  impact 
the  business. 

Join  your  CIO  peers  as  we  explore  how 
to  hone  the  skills  you  need  to  become 
The  Complete  CIO. 


The  Resource  for 
Information  Executives 


Visit  us  at  www.cio.com/conferences 
or  call  800  366-0246. 


CIO  Perspectives 

Sessions  include: 


The  Complete  CIO 

Charlie  Feld,  Founder,  The  Feld  Group  &  Former 
CIO  of  First  Data  Resources,  Delta  Air  Lines, 
Burlington  Northern  and  Frito-Lay 


The  CIO  role  has  evolved  dramatically  over  the 
past  several  years;  the  nature  of  the  job  is 
more  complex  than  ever— and  the  tough 
economic  climate  necessitates  keeping  an 
ever-vigilant  eye  on  bottom-line  pressures. 
CIOs  increasingly  have  more  of  a  hand  in 
defining  and  driving  corporate  business  strategy.  And 
everyone— business  line  managers,  the  executive  manage¬ 
ment  team,  the  CEO,  the  Board  of  Directors— has  greater 
expectations  of  their  CIO.  What  are  the  essential  skills  and 
attributes  needed  to  thrive  in  the  CIO  role  today?  Charlie  Feld 
talks  about  his  own  experiences  over  time  as  CIO  of  very 
diverse  businesses,  and  what  his  client  companies  demand 
today  as  they  look  to  the  CIO’s  organization  to  continually 
help  transform  the  company. 


The  CIO  Interview 

Monte  Ford,  Senior  Vice  President  &  CIO,  American 
Airlines,  speaks  with  Abbie  Lundberg,  Editor  in  Chief 

Ford  took  on  the  top  IT  spot  at  the  world's 
biggest  airline  at  the  end  of  2000,  then  had  to 
deal  with  the  acquisition  and  merger  of  TWA, 
the  economic  recession,  Sabre  selling  its 
outsourcing  business  to  EDS— and  the  events 
of  9/11.  Ford  talks  about  his  pivotal  role  in  the 
organization  and  his  plans  for  the  future  of  IT. 


What  Every  CIO  Should  Know  About 
Digital  Rights  Management 

Jonathan  Zittrain,  Conference  Moderator  & 
Co-founder,  The  Berkman  Center  for  Internet  & 

Society,  Flarvard  Law  School 

Entertainment  companies  aren’t  the  only  ones 
with  digital  content  worth  safekeeping.  More 
companies  now  are  realizingthe  potential 
threats  and  are  seriously  weighing  the  risks  of 
not  implementing  digital  rights  management 
(DRM)  technologies.  These  technologies  can 
leverage  your  work  if  you  produce  content— and  confound  it  if 
you  consume  it.  They  are  infusing  everything  from  video  to 
text.  Zittrain  explores  recent  trends  in  DRM  deployment,  and 
discusses  the  impact  on  businesses  of  all  types. 


Best  Practices  for  Evaluating 
Hot  New  Technologies 

Martha  Heller,  Director,  CIO  Magazine’s 
Best  Practice  Exchange 

It’s  the  universal  problem  for  CIOs:  hot  new 
technologies  confront  you  daily  and  you  need 
to  make  the  decision  to  adopt  or  ignore  every 
single  time.  If  you  hop  on  the  hype,  you  could 
risk  millions— along  with  your  reputation— but 
if  you  hang  back  and  wait,  you  could  miss  the 
boat.  This  panel  of  CIOs,  drawn  from  the  CIO  Best  Practice 
Exchange,  CIO  Magazine’s  private  online  network  of  senior  IT 
executives,  offers  practical  advice  for  evaluating  the  “next 
best  thing.” 

Developing  the  Next 
Generation  of  IT  Leaders 

Rick  Swanborg,  President,  ICEX 

In  addition  to  honingtheir  own  leadership 
abilities,  CIOs  are  concerned  with  identifying 
and  developing  effective  leaders  in  their 
organizations.  How  do  you  train  the  technical 
staff  to  better  understand  and  communicate 
with  the  business  side?  How  do  you  pick  the 
person  to  spearhead  a  key  initiative?  How  do  you  effectively 
delegate  responsibility?  Swanborg  and  a  panel  of  CIOs 
discuss  the  challenges  involved,  and  share  the  techniques 
they’ve  used  to  mold  the  next  generation  of  IT  leaders. 

Plus: 

Effective  Board  Membership 
InFocus  Workshop  Breakout  Sessions 
CIO  Peer-to-Peer  Connections 
Sunday  Golf  Tournament 
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Hyatt  Regency  Coconut  Point  Resort  &  Spa 

The  Hyatt  Regency 
Coconut  Point  Resort  & 

Spa  is  surrounded  by 
sparkling  water,  lavish 
gardens,  manicured 
golf  courses  and  a 
picturesque  marina. 

Extend  your  stay,  or 
treat  the  family  to  the 
tropical  climate  of 

Florida’s  beautiful  southwest  coast,  with  nearby  beaches  and 
a  12-acre  environmental  preserve.  Enjoy  the  18-hole  Ray¬ 
mond  Floyd-designed  championship  golf  course,  the  tennis 
courts,  the  pools,  or  fly-fishing  lessons.  Take  advantage  of  the 
European  spa  and  fitness  center,  and  the  extensive  Camp 
Hyatt  program  for  kids.  Find  great  designer  bargains  at  over 
100  stores  in  the  Miromar  Outlets. 


IF  YOU  PURCHASED 
A  SUBSCRIPTION  TO  THIS  OR 
ANOTHER  MAGAZINE,  THE 
FOLLOWING  PROPOSED  CLASS  ACTION 
SETTLEMENT  MAY  AFFECT  YOUR  RIGHTS 


;  This  notice  describes  a  proposed  nationwide  settlement  of  class  action  lawsuits  relating  to 
magazine  subscriptions  that  has  been  reached  in  In  Re  Magazine  Antitrust  I  itipatinn  00  Civ. 
4889  (S.D.N.Y.)  (the  "Action"),  and  preliminarily  approved  by  the  U.S.  District  Court  for  the 
Southern  District  of  New  York  (the  "Court"). 

PLEASE  NOTE  THAT  THE  PROPOSED  SETTLEMENT  DOES  NOT 
PROVIDE  FOR  THE  PAYMENT  OF  MONEY  OR  OTHER  COMPENSATION  TO 
THE  CLASS  MEMBERS  BUT  INSTEAD  SOLELY  ADDRESSES  CERTAIN  INDUS¬ 
TRY  RULES  AND  PRACTICES  THAT  WERE  DIRECTLY  CHALLENGED  IN  THE 
ACTION  AS  BEING  UNLAWFUL  (SEE  "THE  CLAIMS  IN  THE  LAWSUIT"  SEC¬ 
TION  BELOW). 

This  announcement  is  intended  to  give  class  members  notice  under  Rule  23  of 
the  Federal  Rules  of  Civil  Procedure  and  the  Order  of  the  Court  dated  September  20,  2002, 
as  modified  on  September  30,  2002,  that  a  hearing  will  be  held  before  the  Hon.  Richard 
!  Conway  Casey  on  May  27,  2003  at  1 1 :00  a.m.  to  determine  whether:  (a)  tc  certify  the  pro- 
'  posed  settlement  class  under  Rule  23;  (b)  the  proposed  settlement  of  the  Action  is  fair,  rea¬ 
sonable  and  adequate;  (c)  a  final  judgment  should  be  entered  dismissing  the  Action  with  prej¬ 
udice  to  the  class  members;  and  (d)  to  approve  class  counsels'  application  for  attorneys'  fees 
and  expenses.  The  rest  of  this  notice  summarizes  the  terms  of  the  proposed  settlement.  You 
can  obtain  a  copy  of  the  settlement  agreement,  the  Consolidated  Amended  Class  Action 
Complaint  (the  Complaint"),  and  a  list  of  the  magazine  subscriptions  at  issue  in  the  Action, 
at  www.magazine.org  or  by  writing  to  The  Garden  City  Group,  Inc.,  the  Administrator  of  the 
■Notice  Program,  at  Magazine  Antitrust  Litigation,  P.O.  Box  9000  #  6041,  Merrick,  NY 
11566-9000  (the  "Administrator").  ANY  QUESTIONS  AND  COMMUNICATIONS 
REGARDING  THIS  NOTICE  OR  THE  SETTLEMENT  SHOULD  BE  DIRECTED 
TO  THE  ADMINISTRATOR  AT  THE  ADDRESS  LISTED  ABOVE  OR  BY  CALLING 
1-888-210-0118.  PLEASE  DO  NOT  CONTACT  THE  ADMINISTRATOR  WITH 
QUESTIONS  REGARDING  YOUR  CURRENT  SUBSCRIPTIONS  UNLESS  THOSE 
QUESTIONS  RELATE  TO  THE  CLASS  ACTION  SETTLEMENT. 

DO  NOT  CONTACT  THE  COURT,  COUNSEL  TO  THE  PARTIES,  CIO  OR  ANY 
PUBLISHER  REGARDING  THIS  NOTICE.  THE  ADMINISTRATOR,  WHERE 
APPROPRIATE,  WILL  REFER  ANY  QUESTIONS  TO  THE 
APPROPRIATE  PERSON. 


The  Claims  in  the  Lawsuit 

The  Complaint  was  filed  in  this  Action  in  or  about  October  2000,  against  the 
Magazine  Publishers  of  America  ("MPA"),  a  consumer  magazine  trade  association,  and  four¬ 
teen  magazine  publishing  companies  (the  "Publisher  Defendants").  The  Complaint  alleged 
an  agreement  among  the  Publisher  Defendants  and  the  MPA  to  set  the  minimum  price  of  or 
maximum  discount  on  magazine  subscriptions  through  the  enactment  of  MPA  Guideline  4(a) 
and/or  the  collective  action  among  publishers  to  adhere  to  the  ABC's  50%  Rule  (as  referred 
to  in  1(45  of  the  Complaint)  or  the  similar  Rule  of  the  BPA  International  pertaining  to  its  def¬ 
inition  of  "paid  circulation."  The  Complaint  asked  the  Court  to  eliminate  or  modify  Guideline 
4(a)  and  to  award  damages  that  allegedly  were  suffered  by  consumers  who  purchased  sub¬ 
scriptions  to  the  Publisher  Defendants'  magazines. 

The  defendants  have  denied  the  material  allegations  of  the  Complaint.  The  par¬ 
ties  have  now  agreed  to  settle  the  Action  in  its  entirety.  On  September  20,  2002,  the  Court 
preliminarily  approved  the  settlement. 

Terms  of  the  Proposed  Settlement 


In  the  proposed  settlement,  the  defendants  have  agreed  to  do  two  things:  (i)  the 
MPA  shall  delete  in  its  entirety  MPA  Guideline  4(a);  and  (ii)  the  defendants  shall  defray  the 
costs  incurred  in  connection  with  the  Action,  including  the  costs  of  the  Notice  program 
involving  notifying  class  members  of  the  terms  and  conditions  of  the  proposed  settlement 
and  the  Plaintiffs'  actual  attorneys'  fees  and  expenses  awarded  by  the  Court  up  to  $1.1  mil¬ 
lion. 

In  exchange,  the  Plaintiffs  have  agreed  that,  if  the  settlement  is  approved,  the 
Court  will  enter  a  judgment  dismissing  the  Action  with  prejudice,  and  the  named  Plaintiffs 
and  all  class  members  who  have  not  duly  opted-out  of  the  class  will  be  deemed  to  be  subject 
o  the  release  in  this  case,  which  provides  as  follows:  "As  of  the  date  on  which  the  Agreement 
is  Finally  Approved,  the  Publisher  Defendants  and  the  MPA . . .  shall  be  completely  released, 
acquitted,  and  forever  discharged,  from  any  and  all  claims,  demands,  actions,  suits,  causes  of 
action,  injuries  or  damages,  whether  class,  individual  or  otherwise  in  nature,  that  Plaintiffs, 
the  Class  Members  or  each  of  them,  in  his  or  her  capacity  as  a  subscriber  to  a  magazine,  ever 
Bad  or  now  has,  in  law  or  equity,  under  federal  or  state  law,  relating  to  an  agreement  to  set 
the  minimum  price  of  or  maximum  discount  on  magazine  subscriptions  through  the  enact¬ 
ment  of  MPA  Guideline  4(a)  and/or  the  collective  action  among  publishers  to  adhere  to  the 
ABC's  50%  Rule  (as  referred  to  in  ^[45  of  the  Amended  Complaint)  or  the  similar  Rule  of  the 
BPA  International  pertaining  to  its  definition  of 'paid  circulation.'" 


The  release  also  releases  class  action  claims  that  were  previously  brought  (but  subsequently 
dismissed  without  prejudice)  by  a  plaintiff  in  the  State  Court  in  San  Diego,  California,  who 
asserted  similar  allegations  against  the  defendants  albeit  based  on  violations  of  California 
state  laws.  The  California  action  was  styled  Coossan  v.  Hearst  Corp.,  et.  al„  No.  GIC 
752985.  A  copy  of  the  Coossan  Complaint  can  be  obtained  at  www.magazine.org. 


Who  are  the  Publisher  Defendants? 

The  Publisher  Defendants  are:  Conde  Nast  Publications,  Inc.;  Gruner  +  Jahr 
Printing  and  Publishing  Company;  Hachette  Filipacchi  Media  U.S.,  Inc.  (f/k/a  Hachette 
Filipacchi  Magazines,  Inc.);  The  Hearst  Corporation;  International  Data  Group,  Inc.; 
Meredith  Corporation;  Newsweek,  Inc.;  Primedia,  Inc.;  Reader's  Digest  Association,  Inc.; 
Rodale  Inc.;  Time  Inc.;  Time4Media,  Inc.  (f/k/a  Times  Mirror  Magazines,  Inc.);  TV  Guide, 
Inc.  and  Ziff-Davis  Publishing,  Inc. 

Who  is  in  the  Class? 


Class  Members  are  those  persons  who  purchased  a  subscription  to  this  publica¬ 
tion  or  to  other  publications  that  were  published  by  any  of  the  Publisher  Defendants  during 
the  period  from  and  including  July  1,  1996  up  to  and  including  April  15,  2002  (the  "Class"). 
For  purposes  of  determining  inclusion  in  the  Class,  it  does  not  matter  whether  you  purchased 
your  subscription  from  one  of  the  Publisher  Defendants,  or  through  agents,  subagents  or 
other  third  party  marketers.  You  are  not,  however,  a  member  of  the  Class  if  you  did  not  pur¬ 
chase  a  magazine  subscription  within  the  time  period  stated  above,  or  if  you  purchased  your 
magazines  only  at  newsstands. 

Your  Right  to  Object  to  the 

Proposed  Settlement 

You  have  the  right  to  appear,  in  person  or  by  counsel,  at  the  hearing  on  the  pro¬ 
posed  settlement  in  order  to  comment  on,  or  object  to,  the  terms  of  the  proposed  settlement, 
its  adequacy  or  reasonableness  and/or  the  award  of  attorneys'  fees  and  expenses  to  class 
counsel.  However,  you  will  only  be  heard  at  that  time  if  you  first,  by  May  5,  2003,  (a)  file 
with  the  Court  a  notice  of  your  intention  to  appear,  which  includes  the  basis  for  your  objec¬ 
tion,  a  statement  identifying  the  magazines  to  which  you  subscribed,  and  the  approximate 
time  period  of  each  such  subscription;  and  (b)  serve  copies  of  the  notice  (and  all  other  papers 
you  intend  to  rely  upon)  by  hand  or  first  class  mail  on  Plaintiffs'  co-lead  counsel,  Bruce  E. 
Gerstein,  Esq.,  Garwin,  Bronzaft,  Gerstein,  &  Fisher,  LLP,  1501  Broadway,  Suite  1416,  New 
York,  NY  10036  and  H.  Laddie  Montague,  Jr.,  Esq.,  Berger  &  Montague,  1622  Locust  Street, 
Philadelphia,  PA  19103,  and  on  Defendants'  coordinating  counsel,  Lawrence  I.  Fox,  Esq.  at 
McDermott,  Will  &  Emery,  50  Rockefeller  Plaza,  11th  Floor,  New  York,  New  York  10020. 

Your  Right  to  Opt-Out 

of  the  Settlement 

ALTHOUGH  YOU  HAVE  THE  RIGHT  TO  APPEAR  AT  THE  HEARING, 
YOU  HAVE  NO  OBLIGATION  TO  DO  SO.  If  you  do  not  wish  to  participate  in  or  be  bound 
by  the  proposed  settlement,  you  can  exclude  yourself  (i.e.,  "opt-out").  To  opt  out,  you  MUST 
send  a  request  for  exclusion  in  an  envelope  POSTMARKED  NO  LATER  THAN  May  5, 
2003  to  the  Administrator  of  the  Notice  Program  Magazine  Antitrust  Litigation,  P.O.  Box 
9000  #  6041,  Merrick,  NY  11566-9000.  The  request  for  exclusion  must  state  your  full  name, 
the  magazine(s)  to  which  you  subscribed  and  the  approximate  time  period  of  each  subscrip¬ 
tion,  and  the  address  to  which  your  magazines  were  sent.  IF  YOU  DO  NOT  EXCLUDE 
YOURSELF,  you  will  be  barred  from  prosecuting  any  legal  action  against  the  MPA  or  its 
members  and  the  Publisher  Defendants  to  the  full  extent  of  the  release  set  forth  in  the  "Terms 
of  the  Proposed  Settlement"  section  above. 

Examination  of  Papers  and  Inquiries 

For  a  more  detailed  statement  of  the  matters  involved  in  the  Action,  including  the  Complaint, 
the  settlement  agreement,  motion  papers  and  certain  orders  of  the  Court,  you  may  visit  the 
office  of  the  Clerk  of  the  United  States  District  Court,  500  Pearl  Street,  New  York,  New  York, 
during  business  hours.  Copies  of  the  papers  relating  to  the  settlement  are  also  available  at 
www.magazine.org. 
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allegedly  guaranteed  a  minimum  royalty  of 
$300,000. 

Although  the  investigation  was  directed 
at  Ernst  &  Young,  analysts  were  split  as  to 
whether  the  allegations  would  hurt  People- 
Soft’s  reputation.  After  all,  it  takes  two  to 
tango.  PeopleSoft  board  member  Frank 
Fanzilli,  the  former  CIO  of  Credit  Suisse 
First  Boston  who  also  sits  on  the  boards  of 
software  companies  CoreChange  and  Inter¬ 
woven,  downplays  the  business  partnership 
the  company  had  with  its  auditor  and  dis¬ 
tances  himself  from  the  issue,  as  it  preceded 
his  tenure  on  PeopleSoft’s  board.  “It 
amounted  to  something  like  $250,000,”  he 
says,  adding  that  the  value  of  the  relation¬ 
ship  is  “a  drop  in  the  bucket”  for  a  $2  bil¬ 
lion  company.  The  correspondence  between 
Ernst  &  Young  and  PeopleSoft  “was  not 
engineered  to  create  a  conflict  of  interest,” 
he  adds.  “It’d  be  like  me  buying  you  a  cup 
of  coffee.  It  was  immaterial.” 

Governance  watchers  counter  that  a  busi¬ 
ness  relationship  with  one’s  auditor  is  inap¬ 
propriate,  regardless  of  its  value.  They  agree 
that  in  a  climate  where  the  public  is  hyper¬ 
sensitive  to  any  business  deal  that  smells  ille¬ 
gitimate,  writing  off  a  quarter  million  dollar 
partnership  isn’t  the  best  way  to  handle  the 
situation.  “The  transaction  itself  is  probably 
close  to  a  drop  in  the  bucket  in  corporate 
terms,  but  that’s  no  excuse  for  dismissing  it 
out  of  hand.  Not  in  today’s  environment,” 
says  Ralph  Ward,  publisher  of  the  Board- 
room  Insider  newsletter  and  editor  of  The 
Corporate  Board  magazine. 

Fanzilli  points  out  the  difficulty  boards 
face  in  trying  to  uncover  every  questionable 
deal  and  business  relationship,  especially 
with  the  sheer  volume  of  such  transactions 
that  occur  at  large  companies  like  People- 
Soft.  “We’d  rather  not  do  those  things  that 
even  look,  even  smack  of  some  conflict  of 
interest,  but  the  fact  is,  it’s  so  small,  it’s  going 
to  be  hard  to  catch  them  all,”  he  says. 
“[Board  members]  are  not  going  to  see  every 
transaction.  We  put  guidelines,  controls  and 
procedures  in  place  to  give  us  an  orderly 
flow  [of  information].  The  board  does  not 
operate  the  firm.” 


WHAT  THE  SARBANES-OXLEY  ACT 
MEANS  FOR  BOARD  MEMBERS 

THE  SARBANES-OXLEY  ACT  took  a  quick  trip  through  the  legislative  process.  It  was 
passed  by  Congress  on  Jan.  23, 2002,  and  signed  into  law  six  months  later  on  July  30 
by  President  Bush.  Named  for  Sen.  Paul  Sarbanes  (D-Md.)  and  Rep.  Michael  Oxley 
(R-Ohio),  the  purpose  of  the  act  is  to  protect  investors  by  improving  the  accuracy  and 
reliability  of  corporate  financial  statements  and  by  establishing  stiffer  penalties  for  audi¬ 
tors,  corporate  officers,  company  directors  and  others  who  violate  the  act 


Here  are  some  of  the  elements  of  Sarbanes-Oxley  with  which  directors  should  be  familiar. 


►  Companies  must  establish  an  audit  committee  composed  of  independent  board 
members.  At  least  one  member  of  the  audit  committee  must  be  a  financial  expert, 
defined  by  Sarbanes-Oxley  as  someone  who  understands  generally  accepted  account¬ 
ing  principles  and  financial  statements.  These  audit  committees  are  responsible  for 
appointing,  compensating  and  overseeing  the  work  of  public  accounting  firms. 

►  Accounting  firms  cannot  provide  the  following  services  to  companies  whose  books 
they  audit:  bookkeeping;  financial  information  system  design  or  implementation; 
appraisal  or  valuation;  actuarial  services;  internal  audit  outsourcing;  management 
or  HR;  investment  banking;  or  services  unrelated  to  the  audit  such  as  legal  counsel. 

►  Board  members  cannot  discriminate  against  employees  who  bring  accounting 
improprieties  to  the  board’s  attention. 

►  Directors  cannot  sell,  acquire  or  transfer  any  stock  in  the  company  that  they  acquired 
in  connection  with  their  service  during  pension  fund  blackout  periods,  if  they  violate 
this  rule,  directors  have  to  refund  to  the  company  profits  made  through  such  a  trans¬ 
action.  This  rule  also  applies  to  executive  officers  and  the  issuer  of  the  stock. 

►  Anyone,  including  a  board  member,  who  alters,  destroys  or  conceals  a  record  or  doc¬ 
ument  with  the  intent  to  impair  the  document’s  integrity  or  availability  for  use  in  an 
official  proceeding,  faces  fines  and/or  up  to  20  years  in  jail. 

►  The  Securities  and  Exchange  Commission  may  issue  an  order  preventing  an  officer 
or  director  of  a  company  from  serving  if  that  person’s  “conduct  demonstrates  an 
unfitness  to  serve,”  or  if  that  person  has  violated  any  government  regulation. 

►  Since  Aug.  30, 2002,  the  SEC  has  required  CEOs  and  CFOs  to  sign  their  annual  and 
quarterly  reports,  attesting  to  the  veracity  of  those  statements.  If  an  audit  or  investi¬ 
gation  later  reveals  that  the  officers  misled  investors  by  saying  everything  was 
kosher  when  it  wasn’t,  they’ll  be  fined  and/or  imprisoned  up  to  25  years. 

►  Companies  will  be  expected  to  adopt  a  “code  of  ethics”  that  outlines  standards  for 
regulatory  compliance  and  handling  conflicts  of  interest.  If  they  haven’t  adopted 
such  a  code,  they’ll  have  to  explain  why. 

►  CEOs  and  CFOs  are  required  to  inform  their  directors  of  significant  internal  control 
deficiencies  that  could  adversely  affect  their  ability  to  report  financial  data. 

►  All  quarterly  and  annual  reports  must  now  disclose  “all  material  off-balance  sheet 

transactions,  arrangements,  obligations  and  other  relationships”  that  may  affect  a 
company’s  operations  or  financial  condition.  -M.L 
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Can’t  buy  hardware  fast  enough?  Today,  smart  companies  are  turning  to  Active  Archive™  Solutions  from 
Princeton  Softech.  Active  Archive  slims  down  overloaded  databases  by  setting  aside  infrequently  used 
data.  Yet  keeps  the  data  “active”  and  referential^  intact  so  you  can  browse  and  restore  anytime  you 
want.  Plus  you’ll  improve  performance  using  the  hardware  you  already  have. 
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RISKY  BUSINESS 

If  a  board  member’s  company  becomes 
mired  in  controversy,  that  person’s  reputa¬ 
tion  is  at  stake.  Worse  yet,  board  members 
could  face  litigation  if  they’re  not  perceived 
as  performing  adequate  oversight.  Barry 
Lynn,  the  former  CIO  of  Wells  Fargo  and 
president  of  Wells  Fargo  Technology  Ser¬ 
vices  who  sits  on  the  boards  of  three  tech¬ 
nology  companies,  best  sums  up  the  risks 
for  board  members  these  days  when  he  says, 
“Ignorance  is  no  excuse  for  the  law.”  Doing 
one’s  own  due  diligence  can  pay  off.  Barbara 
Carlini,  CIO  of  Diageo,  a  Stamford,  Conn.- 
based  company  that  imports  Guinness  and 
other  liquors,  consulted  an  attorney  to  deter¬ 
mine  the  extent  of  her  risks  when  she  was 
considering  an  offer  from  Green  Mountain 
Coffee  Roasters  to  join  its  board  last  spring. 
“If  I’m  on  the  board  of  directors  of  a  com¬ 
pany  where  something  goes  wrong,  that’s 
going  to  reflect  on  me  personally  and  pro¬ 
fessionally,”  she  says. 


TOUGH  CALLS 

CIOs  who  brave  the  risks  and  accept  the 
responsibility  will  find  themselves  making 
some  tough  calls.  Former  Aetna  IT  head 
Loewenberg  came  face-to-face  with  the 
same  situation  that  sank  Dennis  Kozlowski, 
the  embattled  former  CEO  of  Tyco. 
Loewenberg  didn’t  end  up  in  the  same  posi¬ 
tion  because  he  exercised  good  judgment. 

One  of  the  executives  for  whom  Loewen¬ 
berg  serves  as  a  board  member  (he  declined  to 
name  the  company)  asked  the  board  for  a 
company  loan  to  pay  off  another  loan. 
Loewenberg  and  his  colleagues  didn’t  want 
to  see  this  person’s  financial  problems  distract 
him  from  effectively  running  the  company,  he 
says,  so  their  first  instinct  was  to  give  him  the 
money.  While  this  type  of  transaction  takes 
place  “more  than  you’d  think,”  Loewenberg 
says,  he  and  his  board  decided  against  it. 

“It  didn’t  make  sense  [to  give  the  officer 
the  loan],”  he  says.  He  and  his  colleagues 
recognized  this  was  a  personal  problem  and 


McDonald’s  CIO  Weick,  says  IT  executives 
contribute  crucial  perspectives  to  audit  com¬ 
mittees  as  they  review  financial  reports. 
“Good  corporate  governance  includes  a 
strong  audit  function.  Our  board  has  a  strong 
audit  committee,  on  which  Dave  [Weick] 
serves,”  he  says.  “We  believe  an  IT  executive 
has  a  lot  of  experience  in  the  development  of 
financial  systems  and  is  able  to  help  us  make 
certain  we  have  the  right  controls  in  place.” 

University  of  Delaware’s  Elson  agrees 
CIOs  are  often  uniquely  suited  for  the  task. 
“The  knowledge  of  company  operations  you 
get  from  being  a  CIO  is  an  excellent  starting 
point  for  being  an  effective  monitor.”  He 
stresses  the  importance  of  individual  consid¬ 
eration  as  prospective  board  members.  “Are 
they  curious?  Are  they  willing  to  take  tough 
positions?  Are  they  willing  to  dig  deep  into  a 
problem  they  discover?”  he  says. 

While  CIOs  make  good  candidates  to 
serve  on  boards,  boards  themselves  may 
never  be  a  perfect  oversight  mechanism. 


“IF  I’M  ON  THE  BOARD  OF  DIRECTORS  OF  A  COMPANY  WHERE  SOMETHING  GOES 
WRONG,  THAT’S  GOING  TO  REFLECT  ON  ME  PERSONALLY  AND  PROFESSIONALLY.” 


If  a  company  engages  in  unethical  prac¬ 
tices — whether  the  board  is  aware  of 
them  or  not — board  members’  names 
could  appear  on  a  lawsuit  as  defendants. 
If  the  company  goes  bankrupt  as  a  result 
of  the  board’s  lack  of  oversight  or  even 
perceived  lack  of  oversight,  members  may 
be  liable  for  paying  employees’  salaries, 
says  Hopper. 

To  mitigate  those  risks,  Fanzilli  suggests 
asking  the  CEO  point-blank  about  the  com¬ 
pany’s  revenue  recognition  policies  and  lev¬ 
els  of  deferred  sales  before  deciding  whether 
to  join  its  board.  He  says  those  answers 
should  err  on  the  conservative  side.  Fanzilli 
also  advises  speaking  with  other  board 
members  and  executives.  If  the  company  has 
had  problems  in  the  past,  don’t  be  scared 
off,  he  adds.  “There  is  plenty  of  room  for 
ex-CIOs  to  go  into  companies  that  have  had 
a  problem  and  help  them  get  things  right.” 


that  shareholders’  money  was  not  the  appro¬ 
priate  means  with  which  to  solve  it. 

At  another  company,  Loewenberg  and  his 
board  members  had  to  make  a  similar  call 
when  an  officer  wanted  a  loan  to  purchase 
company  stock.  In  that  case,  the  board 
voted  favorably  for  three  reasons,  he  says. 
First,  the  loan  was  collateralized  by  the 
stock,  so  if  the  officer  didn’t  pay  off  the  loan 
on  time  and  in  full,  he  would  lose  it.  Sec¬ 
ond,  the  officer  was  obligated  to  repay  the 
loan  quickly.  Most  important,  the  stock  pur¬ 
chase  made  him  an  investor  and  tied  his 
financial  interests  to  company  performance. 

RIGHT  FOR  THE  JOB 

Despite  the  difficulty  of  serving  on  a  board  in 
2003,  CIOs  have  the  right  stuff  for  the  job, 
say  CEOs  and  governance  experts.  Grover 
Thomas,  chairman,  president  and  CEO  of 
Trustmark  Insurance,  whose  board  includes 


-BARBARA  CARLINI,  CIO  OF  DIAGEO 

“The  board  is  a  weak,  little,  old,  quaint 
structure  that  goes  back  to  the  1800s.  It’s 
not  the  best  tool  for  dealing  with  [the  prob¬ 
lems  of]  the  21st  century  corporation,”  says 
Boardroom  Insider's  Ward.  Stricter  controls 
might  not  be  the  answer  either.  “If  you  have 
an  inadequate  machine  for  doing  a  job, 
demanding  that  the  machine  do  twice  as 
heavy  a  job  is  not  going  to  solve  the  prob¬ 
lem.”  Until  something  better  comes  along 
though,  boards  are  all  we’ve  got.  The  right 
CIOs  can  make  a  difference.  HE! 


E-mail  Senior  Writer  Meridith  Levinson  at 
mlevinson@cio.com. 

cio.com  To  learn  more  about  cor¬ 
porate  irresponsibility,  read  ENRON  I.T.:  A 
TALE  OF  EXCESS  AND  CHAOS.  Find  it  at 

www.cio.com/printlinks. 
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CompuCom  and  HP  Server  Management 

REDUCE  COSTS. 

REDUCE  COMPLEXITY. 
REDUCE  ADMINISTRATION. 


Today  organizations  are  finding  that  a 
decentralized  mix  of  distributed  systems 
is  difficult  and  expensive  to  manage. 
Many  are  looking  for  better  manage¬ 
ment  tools  and  larger,  more  adaptable 
computing  platforms. 

CompuCom  and  HP  are  teaming  up  to 
provide  organizations  with  cost  effective 
solutions  for  managing  business-critical 
Windows  servers  and  operations. 

CompuCom  delivers  world-class 
infrastructure  management  solutions 
that  meet  the  unique  business  and 
technology  requirements  of  our 
clients.  By  leveraging  our  expertise 
from  other  technology  disciplines, 
such  as  Security,  Asset  Management, 
and  Enterprise  Network  Management, 
we  are  able  to  provide  a  comprehensive 
solution  that  is  well  integrated  into 
your  existing  architecture  and  easier 
to  manage.  We  leverage  strategic 
vendor  partnerships  to  provide  a  total 
solution  that  satisfies  your  business 
and  technology  objectives.  The  end 
result  is  a  comprehensive,  integrated 
solution  that  results  in  measurable 
cost  savings,  increased  productivity, 
and  business  flexibility. 

HP  is  a  leading  provider  of  server 
management  software  and  tools. 

These  solutions  give  you  the  power 
to  centrally  manage  network  devices 
whether  they  are  in  the  next  room  or 
on  the  other  side  of  the  world.  With 
HP  ProLiant  Servers  as  the  foundation 
of  your  unique  adaptive  infrastructure 
portfolio,  you  choose  the  technologies, 
tools,  and  applications  that  are  right 
for  you.  Regardless  of  the  level  of  your 
technology  needs,  the  HP  adaptive 
infrastructure  gives  you  a  foundation 
for  the  future,  built  to  adapt  and  grow. 


Copyright  2003  CompuCom  Systems,  Inc.  All  rights  reserved. 
All  trademarks  and  trade  names  mentioned  herein  are  the 
property  of  their  respective  owners.  The  information  contained 
herein  is  subject  to  change  without  notice. 


Find  out  what  HP  and  CompuCom 
server  management  solutions  can  do 
for  your  organization. 

Register  for  a  live  Web  presentation 
on  January  30  at  www.itiqnews.com! 
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HOWTO 


Looking  at  IT  investments  through  the  lens  of  an  EVA 
analysis  can  help  quantify  and  demonstrate  their  value 
in  language  your  CFO  will  understand  by  john  berry 


JIM  PECQUEX  DOESN’T  FLINCH 

when  he  says  that  his  IT  organization 
is  truly  adding  value  to  the  business 
and  is  not  just  a  service  unit.  That  attitude 
isn’t  just  the  product  of  a  practiced  poker 
face.  Pecquex  (pronounced  peck-cue),  CIO 
of  The  Manitowoc  Co.,  is  certain  his  team 
contributes  demonstrable  returns.  What  has 
him  convinced?  All  capital  IT  investments 
are  measured  through  an  Economic  Value 
Added  (EVA)  analysis. 

Reader  ROI 

►  How  Economic  Value  Added  forces 
a  realistic  look  at  the  value  of  IT 
investments 

►  How  measuring  investments  through 
EVA  gets  the  CFO  on  your  side 

►  How  to  consider  variable  EVA  results 
over  the  life  cycle  of  the  application 


Manitowoc’s  decision  in  1992  to  make 
EVA  the  core  of  its  management  practices 
across  the  Manitowoc,  Wis. -based  manu¬ 
facturer’s  food  service,  crane  manufacturing 
and  marine  operations  acknowledges  a  sim¬ 
ple  distinction  that  economist  Alfred  Mar¬ 
shall  made  more  than  100  years  ago: 
Standard  accounting  methods  treat  capital 
as  if  it  were  available  for  free.  In  contrast,  an 
economic  profit  analysis  calculates  a  busi¬ 
ness  unit’s  after-tax  cash  flow,  minus  the  cost 
of  capital  used  to  generate  that  cash  flow. 

EVA,  developed  by  New  York  City-based 
consultancy  Stern  Stewart,  is  a  riff  off  this 
distinction.  EVA  equals  the  net  operating 
profit  minus  any  applicable  capital  charges. 
Net  profit  after  taxes,  as  defined  in  account¬ 
ing  terms,  considers  equity  capital  as  if  it 
were  available  without  cost,  since  net  profit 
doesn’t  account  for  a  charge  for  equity  cap¬ 
ital.  Yet  it  isn’t  actually  free — prevailing 
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interest  rates  mean  it  typically  costs  any¬ 
where  between  8  percent  and  16  percent  to 
borrow  funds  for  capital  spending,  depend¬ 
ing  on  the  company’s  business  risk  and  bond 
rating.  EVA  accounts  for  that  charge.  Stern 
Stewart  maintains  that  continuously  increas¬ 
ing  EVA  will  ultimately  generate  higher 
shareholder  value.  It’s  working  for  Mani¬ 
towoc.  From  1995  to  2001,  the  company 
generated  $164  million  in  economic  value 
for  shareholders,  which  has  followed  its 
steadily  increasing  stock  price. 

CIOs  who  subscribe  to  these  arguments 
and  drink  the  EVA  Kool-Aid  along  with 
other  executives  will  experience  a  whole  new 
level  of  technology  investment  assessment. 
Every  investment  is  subject  to  an  internal 
capital  charge  up  front.  That  lowers  the 
expected  returns  and  injects  some  sobriety 
into  investment  discussions  and  decisions, 
which  business  unit  leaders  will  appreciate 
when  considering  technology  acquisitions. 

Since  EVA  calculates  a  company’s  true 
economic  profit,  it  keeps  the  CFO  happy. 
According  to  a  recent  survey  conducted  by 
CFO  Research  (the  research  arm  of  CFO 
magazine),  one  in  three  finance  managers 
uses  EVA  to  help  make  technology  invest¬ 
ment  decisions.  And  15  percent  use  EVA  as 
their  primary  finance  metric  for  evaluating 
IT  projects.  Shareholders  benefit  because 


Do  the  EVA  Math: 

EVA  analysis  can  reveal  a  project’s  true  economic  value. 

Compare  the  results  when  traditional  ROI  and  EVA  analyses  are 
applied  to  the  following  example.  Consider  a  $50,000  investment  in 
software  that  returns  $8,000  in  benefits  after  costs  are  deducted. 


Traditional  analysis  results  in  an  ROI  of  16  percent. 

$8,000/ $50,000  =  16% 

benefits - - 1 

amount  of  investment - 

return  on  investment - 


However,  EVA  analysis  requires  accounting  for  the  cost  of  the 
$50,000  capital.  At  a  hypothetical  rate  of  12  percent,  the  result  is  a 
lower  but  more  accurate  ROI  of  4  percent.  EVA  =  the  Net  Operating 
Profit  After  Taxes  (NOPAT)  -  (Capital  x  Cost  of  Capital). 

$8,000-($50,000  x  12%)  =  $2,000 

NOPAT - — . J 

capital - 

cost  of  capital - - — - - — - 

real  benefits  (taking  into  account  the  cost  of  capital) - 

$2,000/ $50,000  =  4% 

benefits . .  I 

amount  of  investment  - 

return  on  investment - 
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when  executives  employ  EVA  they  have  a 
realistic  focus  on  maximizing  true  share¬ 
holder  value.  EVA  is  therefore  well-suited 
for  attaching  a  demonstrable  financial  value 
to  any  project  or  IT  investment. 

However,  it  can  still  be  hard  for  CIOs  to 
implement  because  of  the  age-old  difficulty 
of  quantifying  returns  from  IT  investments. 
The  challenge  for  all  EVA-driven  IT  shops  is 
pinning  down  those  hard-to-measure  bene¬ 
fits  so  that  they  are  intellectually  honest. 
Many  enterprise  software  projects  introduce 
casual  ambiguities  that  frustrate  EVA- 
focused  CIOs  to  no  end. 

Still,  the  relentless  attachment  of  finan¬ 
cial  return  to  any  technology  or  business  ini¬ 
tiative  keeps  all  those  involved  working 
toward  the  same  goal.  “EVA-centric  organ¬ 
izations  have  a  stubborn  focus  on  EVA,” 
says  G.  Bennett  Stewart,  cofounder  of  Stern 
Stewart.  “This  [encourages]  people  who  are 
cross-functional  to  communicate  and  bring 
those  perspectives  together.  It  makes  people 
accountable  for  the  capital  invested  and  the 
risks  in  doing  so.  This  is  why  you  tend  to  get 
better  decisions  of  all  kinds  up  front  coming 
out  of  this  process,  including  IT.” 


When  Pecquex  was  interviewing  for  the 
CIO  position  at  Manitowoc,  before  he 
began  his  tenure  in  January  2001,  he 
brought  the  wisdom  of  experience  from 
other  companies  where  IT  management  was 
not  as  tightly  focused.  His  background  is 
originally  as  a  CPA,  not  IT.  He  knew  about 
EVA  and  its  potential  when  applied  to  run¬ 
ning  an  IT  organization.  “There  was  a  con¬ 
cern  in  the  organization  about  how  spending 
in  IS  might  get  out  of  control,”  he  says.  “To 
put  the  business  fears  to  rest,  I  said,  ‘Don’t 
worry  about  that  because,  quite  frankly,  I’ll 
request  an  EVA  analysis  for  every  IS  invest¬ 
ment.’”  Naturally,  he  got  the  job. 

EVA  as  a  Metric 

As  metrics  go,  EVA  is  simple  enough.  The 
calculation  is  roughly  as  follows: 

EVA  =  Net  Operating  Profit  After  Taxes 
(NOPAT)  -  (Capital  x  Cost  of  Capital) 

Since  there  is  no  pure  NOPAT  from  an 
IT  investment,  the  calculation  has  to  take  a 
modified  form  for  IT  proposals.  For  in¬ 
stance,  a  cost-benefit  analysis  reveals  that  a 
$50,000  software  and  hardware  investment 


Why  Outsourcing  Boosts  EVA 

THE  ECONOMIC  BENEFITS  OF  OUTSOURCING  and  Economic  Value  Added’s  concern 
with  the  cost  of  capital  make  them  a  good  strategic  match.  What  better  way  to  boost  EVA 
than  to  take  capital  assets  off  the  books  completely  by  outsourcing?  The  answer  is  com¬ 
plicated,  but  outsourcing  is  often  a  good  option  for  IT  investments  because  of  those  cost- 
of-capital  concerns. 

“Outsourcing  is  a  key  strategic  component  in  capital  management,”  says  Karl  Pichler, 
an  associate  at  consultancy  Stern  Stewart,  which  developed  EVA.  “Not  so  much  to  avoid 
the  capital  charge,  but  more  to  make  capital  variable  and  to  reduce  overall  costs— 
operating  costs  and  capital  costs.  Looking  at  outsourcing  as  a  technique  to  simply 
reduce  the  capital  costs  would  be  too  narrow.” 

Manufacturer  Manitowoc  recently  outsourced  a  reverse-auction  software  program  for 
raw  materials  procurement  to  FreeMarkets,  a  Pittsburgh-based  sourcing  software  and 
service  solutions  provider.  The  company  had  originally  considered  a  costlier  investment 
in  a  supply  chain  package,  so  a  direct  EVA  comparison  was  not  possible,  but  the  example 
on  the  right  shows  how  their  EVA  analysis  may  have  worked. 

Many  companies  look  only  at  the  income  statement  side  of  the  ledger  when  making 
evaluations  like  this,  but  an  EVA  analysis  considers  all  factors,  like  cost  of  capital  and 
annual  operating  costs.  -J.B. 
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will  return  $8,000  in  net  benefits  after  costs 
are  deducted.  The  ROI  is  thus  16  percent.  If 
the  cost  of  capital  to  the  company  is  12  per¬ 
cent,  EVA  in  this  case  would  be  $2,000. 
That  figure  is  derived  from  the  following 
calculation:  EVA  =  $8,000  -  ($50,000  x  12 
percent)  =  $2,000. 

A  simpler  way  to  calculate  EVA  in  that 
example  is  to  deduct  the  12  percent  cost  of 
capital  from  16  percent  (the  ROI  percent¬ 
age),  then  multiply  by  the  total  investment: 
4  percent  x  $50,000  =  $2,000. 

For  Boise  Cascade,  EVA  calculations  are 
a  simple,  flexible  and  powerful  decision¬ 
making  tool  for  investment  assessment. 
Robert  Egan,  vice  president  of  IT  at  the 
Boise,  Idaho-based  paper  company,  used  an 
EVA  assessment  to  compare  the  cost  of 
keeping  existing  storage  assets  with  the  cost 
of  replacing  them  with  new  storage  devices 
that  would  have  lower  maintenance  charges. 
(The  following  example  is  illustrative.  The 
actual  costs  and  investments  have  been 
changed.) 

New  storage  costs  $1  million,  with  main¬ 
tenance  charges  of  $100,000  per  year.  The 
annual  maintenance  expenses  on  the  old  net¬ 


work  storage  were  $350,000.  For  purposes 
of  this  example,  we’ll  assume  the  new  stor¬ 
age  equipment  offers  no  appreciable  benefits 
or  quantifiable  innovations  other  than  lower 
maintenance  costs.  “You  wouldn’t  want  to 
spend  the  million  dollars  just  because  the 
maintenance  is  lower,”  Egan  says.  “You 
would  say,  We’re  spending  a  million  dollars, 
and  yes  the  maintenance  is  lower,  and  by 
the  way,  we  have  a  capital  charge  against 
the  million  dollars.  So  the  maintenance  has 
to  be  so  much  lower  that  it  covers  the  capi¬ 
tal  charge.” 

Boise’s  cost  of  capital  is  calculated  at 
approximately  16  percent.  To  get  at  the  real 
cost  savings  of  the  new  storage,  run  an  EVA 
calculation:  $1  million  x  16  percent  = 
$160,000.  This  cost  must  be  added  to  the 
$100,000  maintenance  fees  if  Boise  invests 
in  the  new  storage,  so  the  total  comparative 
cost  is  $350,000,  versus  $260,000.  “If  you 
didn’t  pay  attention  to  the  cost  of  capital, 
you’re  saying  the  million  dollars  is  free,” 
Egan  says.  “In  this  case,  have  you  lowered 
the  operating  cost  enough  to  make  up  for 
spending  the  capital?”  The  answer  is  yes,  to 
the  tune  of  $90,000  per  year  in  cost  savings. 


EVA  in  Action 

Outsourcing  can  reduce  overall  costs,  making  it  a  good  option  for  IT  investments  viewed  through 
an  EVA  analysis.  This  example  compares  the  cost  of  in-house  versus  outsourced  applications: 

Manitowoc’s  application  is  expected  to  generate  $180,000  in  net  benefits 
whether  outsourced  or  in-house. 

IN-HOUSE  EVA  SCENARIO: 

The  in-house  option  requires  a  $1  million  capital  investment  with  a  12  percent  cost  of  capital: 

$180,000 -($1  million  x  12%)  =  $60,000 

(The  in-house  scenario  also  assumes  a  $50,000  annual  operating  expense.) 

OUTSOURCED  EVA  SCENARIO: 

The  outsourced  option  requires  no  capital  investment,  but  $80,000  per  year  in  service  fees: 

$180,000 -($0- $80,000)  =  $100,000 

Looking  at  both  scenarios  from  a  balance  sheet  basis,  the  company  would  choose  to  not  out¬ 
source,  since  the  presumed  $50,000  annual  operating  cost  for  the  in-house  application  is 
cheaper  than  the  $80,000  outsourcing  fee. 

However,  outsourcing  eradicates  the  $1  million  initial  capital  investment  required  to  purchase 
the  in-house  application.  So  when  considering  both  scenarios  with  an  EVA  analysis,  the  com¬ 
pany  would  definitely  choose  to  outsource  since  that  saves  the  initial  capital  investment. 
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Another  way  to  directly  calculate  the  EVA 
in  this  case  is  to  subtract  the  benefits  (the 
maintenance  savings  the  company  would 
gain  with  the  new  storage)  from  the  new 
investment  and  cost  of  capital:  $250,000  - 
($1  million  x  16  percent)  =  $90,000. 

Might  Boise  have  still  forged  ahead  had 
the  resulting  cost  savings  been  negative? 
Arguably  no — the  company  could  have  got¬ 
ten  by  with  its  existing  storage  infrastruc¬ 
ture  until  the  new  storage  investment  proved 
EVA-positive. 

In  practice,  however,  there  may  be  times 
when  EVA  is  initially  negative  yet  there  are 
compelling  reasons  to  make  the  capital 
investment  anyway.  That  is  precisely  the  case 
with  Manitowoc’s  recent  investment  in  a 
PeopleSoft  HR  system.  Pecquex  says  the 
company  has  doubled  in  size  during  the  past 
two  years  by  acquiring  several  foreign  com¬ 
panies.  He  ran  the  assessment  numbers  and 
determined  EVA  would  be  in  the  red  early 
on.  Manitowoc  went  ahead  with  its  invest¬ 
ment  anyway  since  EVA  moved  positive 
substantially — approximately  150  percent — 
several  years  out  as  the  up-front  costs  were 
eliminated  and  the  asset  base  depreciated. 

Consultancy  Stern  Stewart  says  an  early 
negative  EVA  doesn’t  mean  the  project 
should  be  automatically  dropped.  A  low  ini¬ 
tial  result  is  fine  as  long  as  the  trend  is  mov¬ 
ing  positive.  This  precept  actually  reinforces 
a  fundamental  principle  of  EVA.  Its  impor¬ 
tance  is  not  reflected  in  a  single  calculation 
at  a  specific  time.  Rather,  the  goal  should 
always  be  increasing  EVA  from  month  to 
month  or  fiscal  year  to  fiscal  year. 

EVA  as  a 

Management 

Philosophy 

EVA  is  more  than  just  a  metric — it’s  a  way  of 
managing  a  business.  CIOs  might  roll  their 
eyes  when  they  hear  phrases  like  “cultural 
shift”  and  “corporate  philosophy,”  but  EVA 
can  have  powerful  effects  on  IT  manage¬ 
ment.  It  keeps  everyone  focused  on  wringing 
the  most  benefit  out  of  the  capital  asset  base. 
“It’s  got  to  be  part  of  the  blood  of  every 


member  of  my  organization,”  Pecquex  says. 
“We’re  building  these  words  into  practices.” 

This  is  no  mere  academic  exercise.  Mea¬ 
suring  EVA  is  critical  to  reaching  shareholder 
value  goals.  Effective  EVA  implementations 
also  require  a  formal  compensation  plan  that 
puts  bonus  money  at  risk.  Boise,  Manitowoc 
and  manufacturer  Grupo  Vitro  have  all 
structured  compensation  plans  in  which 
bonuses  are  tied  to  yearly  EVA  performance. 
Depending  on  the  actual  EVA  target  and 
company  performance,  employees  can  end 
up  with  significantly  larger  bonuses,  or  no 
bonus  at  all  if  EVA  falls  below  target. 

Stern  Stewart  argues  that  fundamental 
EVA-driven  performance  improvements 
occur  only  when  employees  behave  as  if  the 
company  money  they  spend  is  their  own. 
And  they  do  when  a  cost-of-capital  charge  is 
taken  against  project  returns  and  managers 
are  responsible  for  meeting  targets  beyond 
that  hurdle. 

Since  this  shift  in  mind-set  suddenly  has 
employees  thinking  like  owners,  a  higher 
level  of  discipline  informs  all  IT  decision 
making.  “An  employee  will  see  this  inven¬ 
tory  and  wonder,  What  are  the  carrying 
costs  of  all  those  logs?”  Egan  says.  “They 
didn’t  used  to  consider  it  that  way.  They 
probably  would  have  looked  at  those  logs  in 
the  past  and  said,  This  is  good.  We  have  a 
lot  of  logs.  Now  they  say,  How  much  capi¬ 
tal  is  tied  up  in  that  and  how’s  it  [affecting] 
my  EVA  payout  next  year?” 


Looking  at  expenditures  through  the  EVA 
lens,  post-investment  measurement  also 
becomes  a  necessity.  An  EVA  company  will 
know  if  it’s  generating  residual  income  for 
shareholders  only  if  it  can  track  returns  on 
any  investment  above  the  cost-of-capital 
hurdle.  The  requirement  to  rigorously  meas¬ 
ure  benefits  after  making  the  investment 
provides  the  opportunity  to  tweak  systems 
or  offer  user  training  if  returns  are  not  fol¬ 
lowing  plan.  That  was  the  case  at  Boise,  and 
following  a  recent,  large-scale  software 


deployment,  Boise’s  Egan  assembled  nearly 
70  colleagues  from  IT  and  operations  to 
determine  how  to  get  workers  to  use  all  the 
functionality  of  software  configured  for 
paper  production. 

Post-investment  measurement  may  seem 
like  a  radical  shift,  since  many  pre¬ 
investment  IT  assessments  get  lost  after  the 
CFO  signs  off  on  the  expenditure.  Failure 
to  validate  the  pre-investment  ROI  profile 
with  post-investment  performance  data  can 
turn  some  IT  managers  into  used  car  sales¬ 
men.  “A  lot  of  IT  organizations  will  exag¬ 
gerate  the  figures  of  the  benefits  from  an  IT 
project  in  order  to  get  the  financial  resources 
to  do  the  project,”  says  Gustavo  Benitez,  the 
IT  manager  with  the  glass  container  division 
at  Grupo  Vitro,  a  $2  billion  glass  products 
manufacturer  based  in  Monterrey,  Mexico. 
Grupo  Vitro  has  used  EVA  calculations  for 
investment  assessment  for  nearly  five  years. 

These  days,  Benitez  is  deep  into  post¬ 
implementation  tracking  of  a  major  i2  Tech¬ 
nologies  supply  chain  investment.  The  EVA 
business  case  showed  concrete  benefits 
above  its  11.4  percent  cost  of  capital,  so 
Benitez  is  tracking  metrics  such  as  better 
working  capital  management,  inventory  effi¬ 
ciencies  and  missed  shipment  reductions. 
“We  are  not  at  a  point  where  we  can  see  all 
the  benefits,”  says  Benitez,  “but  sales  fore¬ 
cast  accuracy  has  improved.” 

In  the  end,  EVA  provides  a  realistic  assess¬ 
ment  of  the  value  of  any  IT  investment  or 
project.  This  clear-eyed  view,  and  the  fact 
that  it  speaks  the  language  of  the  CFO,  can 
be  a  significant  benefit  to  CIOs  struggling 
with  the  task  of  demonstrating  the  value  of 
their  IT  investments.  H0 


John  Berry  is  a  freelance  technology  writer  living  in 
Bend,  Ore.  Contact  him  at  jb@empnet.com.  Send 
IT  value  and  metrics  ideas  to  Features  Editor  Late 
Low  at  llow@cio.com. 
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RESEARCH  CENTER.  Go  online  to 
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The  AMD  Athlon™  XP  processor  is  fast.  Very  fast.  And  fortunately,  speed  is 
just  the  beginning.  This  processor  is  about  more  than  just  megahertz.  Its  unique  design 
results  in  more  work  per  clock  tick,  giving  your  computers  a  more  efficient  way  to  work, 
and  your  people,  a  smarter  way  to  work.  Think  of  it  as  true  performance.  It’s  just  one 
more  way  AMD  designs  and  builds  processors  with  your  IT  needs  in  mind.  We  always 
have.  We  always  will.  To  learn  more  about  AMD’s  true  performance,  visit  www.amd.com 
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Simply  Secure  Communications 

VPN  alternatives  provide  safe  connections,  ease  and  flexibility 
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IT’S  NOT  AN  UNUSUAL  SITUATION.  A  doctor 
on  vacation  with  her  family  suddenly  remem¬ 
bers  that  she  needs  to  review  some  test  results  for 
a  patient.  Often,  this  would  mean  finding  some¬ 
one  at  the  hospital  who  could  send  a  fax  to  a 


hotel  office  center — hardly  a  secure  environment. 
If  the  doctor  had  her  laptop  along  for  the  trip, 
maybe  she  could  fire  up  her  VPN  client  and  con¬ 
nect  to  the  home  office  for  the  info.  But  what  if 
the  laptop  stayed  home  this  time?  If  the  doctor 
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Does  your  remote  access  leave  you  a  little...  exposed? 


For  enterprise-class  security,  access  and  management,  Fiberlink  has  you  covered. 

Just  how  secure  is  your  remote  access?  How  dependable  is  it?  How  hard  is  it  to  manage?  If  you  want  easy  answers  to 
these  tough  questions,  you  need  Fiberlink.  Only  Fiberlink  delivers  a  level  of  integrated  security,  access  and  management  that 
optimizes  remote  access —  anytime,  anywhere.  The  confidence  of  policy-enabled  remote  access,  with  integrated  authentication, 
intrusion  detection,  VPN,  distributed  firewall  and  virus  protection.  And  because  Fiberlink  integrates  many  of  the  world's  largest 
IP  backbones  into  a  single  solution,  you  get  true  diversity  and  redundancy  —  making  Fiberlink  an  integral  component  of  your 
business  continuity  plan.  •  It's  no  wonder  that  leading  industry  analysts  recommend  Fiberlink  to  their  clients,  Did  we  also  mention 
that  our  customers  typically  reduce  their  costs  by  as  much  as  80% ? 

Learn  more  at  www.fiberlink.com  or  call  1-800-LINKNOW  today.  Before  you  catch  something, 
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was  affiliated  with  the  Catholic  Health 
System  (CHS)  of  Buffalo,  N.Y.,  it  would 
not  be  a  problem.  She  could  simply  access 
the  records  from  any  computer  with  a 
Web  browser. 

For  a  previous  remote-access  project, 
CHS  doctors  had  to  either  be  at  the  hos¬ 
pital  to  retrieve  results  or  they  could  gain 
access  from  their  home,  laptop  or  office 
through  a  virtual  private  network.  But  in 
order  to  use  the  VPN,  they  needed  to 
download  VPN  client  software,  an  often 
cumbersome  and  time-consuming  process. 
Now  CHS  is  in  the  midst  of  rolling  out  a 
new  application  that  takes  advantage  of 


“instant  virtual  network”  from  Mountain 
View,  Calif.-based  Neoteris,  which  pro¬ 
vides  access  to  targeted  medical  records 
for  clinicians  via  Web  browsers  using  SSL 
technology. 

“There  is  still  a  place  for  the  classic  VPN 
when  you  need  full  connectivity,”  says 
Doug  Torre,  director  of  networking  and 
technical  services  for  CHS.  “But  when  you 
need  to  provide  access  to  the  nontechnical 
people,  SSL  VPNs  are  the  way  to  go.” 

Neoteris,  which  sells  an  SSL  VPN  appli¬ 
ance,  is  one  of  a  growing  number  of  ven¬ 
dors  offering  alternatives  to  traditional 
VPNs.  So  far,  however,  the  vast  majority  of 
companies  that  need  to  provide  remote 
access  for  employees  or  site-to-site  con¬ 
nectivity  are  using  VPNs  based  on  the 
IPsec  standard.  With  IPsec  products  IT 
departments  usually  need  to  download 
VPN  client  software  on  each  laptop  or 
home  computer  where  a  user  might  want 
to  access  a  company  network.  But  com¬ 
panies  are  increasingly  experimenting  with 
new  VPN  flavors,  including  SSL,  or  client¬ 
less,  VPNs,  as  well  as  Internet  gateway 


appliances,  especially  for  employee  remote 
access.  Some  are  going  even  further  afield 
by  using  remote  control  services  such  as 
GoToMyPC,  from  Santa  Barbara,  Calif.- 
based  Expertcity. 

In  the  past,  companies  created  private 
networks  by  leasing  hardwired — and 
often  extremely  expensive — connections 
between  sites.  An  Internet-based  VPN,  by 
contrast,  takes  advantage  of  the  public 
Internet  to  securely  transmit  data  between 
corporate  sites,  thereby  cutting  costs.  Dur¬ 
ing  the  past  five  years,  companies  have 
adopted  VPNs  to  provide  remote  access 
for  mobile  workers,  connect  telecom¬ 


muters,  replace  the  standard  WAN  between 
fixed  offices  and  connect  business  part¬ 
ners.  A  VPN  works  by  using  the  shared 
public  infrastructure  while  maintaining 
privacy  through  “tunneling”  protocols 
that  encrypt  data  at  the  sending  end  and 
decrypt  it  at  the  receiving  end. 

Despite  the  cost  advantages  and  greater 
flexibility  for  an  increasingly  mobile  work¬ 
force,  IT  managers  have  found  VPNs  to 
be  time-consuming  because  employees 
often  need  support  when  downloading 
software  or  maintaining  their  connections. 
“A  lot  of  people  are  grappling  with  the 
clumsiness  of  VPNs,”  says  Edward  Shap- 
land,  a  former  senior  manager  in  the  crit¬ 
ical  technologies  group  at  Cap  Gemini 
Ernst  &  Young  in  New  York  City.  “The 
fact  that  you  have  to  deploy  software  to 
the  machine  isn’t  a  big  deal  if  you’re  only 
talking  about  corporate  laptops.  But  if 
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you  want  to  allow  access  from  home  com¬ 
puters,  Internet  kiosks  and  to  business 
partners,  it  becomes  complicated.” 

The  SSL  Alternative 

To  get  around  the  clumsiness,  more  and 
more  vendors  are  offering  what  they  call 
instant  virtual  extranets  or  networks,  which 
provide  access  over  a  browser  to  Web- 
enabled  data.  Vendors  such  as  Neoteris, 
Netilla  and  Rainbow  Technologies  sell  SSL- 
based  Web  security  appliances  that  sit  on 
the  server  side  of  an  enterprise,  while 
Checkpoint,  Nortel  and  OpenReach  offer 
SSL  in  addition  to  traditional  IPsec  VPNs. 
Other  vendors  such  as  Positive  Networks 
of  Overland  Park,  Kan.,  offer  an  SSL  VPN 
as  a  service  so  that  companies  can  avoid 
installing  software  on  their  server  or  buying 
an  appliance.  Most  of  them  use  the  same 
SSL  technology,  applied  in  different  ways. 

The  main  advantage  of  going  with  an 
SSL  VPN  is  lower  cost.  “SSL  VPNs  may 
or  may  not  be  cheaper  to  buy,  but  they 
are  cheaper  to  deploy,”  says  Eric  Hem- 
mendinger,  an  analyst  at  Aberdeen  Group 
in  Boston.  Once  customers  install  the 
appliance  or  software,  an  SSL  VPN  requires 
little  support  from  the  IT  department. 
Employees  can  simply  log  on  to  the  com¬ 
pany  network  from  their  Web  browser 
instead  of  wrestling  software  onto  their 
home  PCs. 

SSL  connections  can  also  prove  more 
stable.  “Because  an  IPsec  VPN  is  a  net- 
work-level  connection,  it’s  more  prone  to 
breaking,”  says  David  Thompson,  an  ana¬ 
lyst  at  Stamford,  Conn.-based  Meta  Group. 

Despite  the  ease  of  use,  SSL  VPNs  do 
have  limits  to  their  usefulness.  For  employ¬ 
ees  who  need  to  connect  to  applications 
that  are  not  Web  enabled,  they  will  need  a 
client/server  version  of  a  VPN.  In  addi¬ 
tion,  there  may  not  be  security  built  in  to 
an  SSL  system,  leaving  the  customer  to 
purchase  a  tool  separately.  Companies 
may  also  find  it  cumbersome  to  purchase 
both  an  SSL  VPN  for  remote  access  and 
an  IPsec  VPN  for  site-to-site  connectivity, 
where  SSLs  are  still  extremely  rare. 


Despite  the  cost  advantages  and 
greater  flexibility  for  an  increasingly 
mobile  workforce,  IT  managers  have 
found  VPNs  to  be  time-consuming. 
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An  Easier  Way 

The  SSL  portion  of  the  remote  access 
market  is  still  small,  but  analysts  expect 
that  it  will  grow  quickly  over  the  next 
several  years.  By  2006,  Meta  Group  pre¬ 
dicts,  80  percent  of  companies  will  use 
SSL  as  one  of  their  means  of  access.  Early 
adopters  of  SSL — many  in  the  health-care 
industry — have  found  that  it  has  a  place 
in  their  organization  even  if  that  doesn’t 
mean  they  will  do  away  with  their  tradi¬ 
tional  VPN  for  staffers  who  need  the  full 
access. 

At  Catholic  Health  System,  IT  employ¬ 
ees  became  interested  in  VPN  technology 
early  on.  In  one  of  their  first  experiments, 


- 1  Emerging 

The  fact  that  Neoteris  doesn’t  allow  access 
to  every  application  is  an  advantage,  Torre 
says,  given  that  the  hospital  network 
wants  to  provide  access  only  to  certain 
information  such  as  patient  test  results. 

Just  as  doctors  are  gaining  access  with 
greater  convenience,  lawyers  at  Sonnen- 
schein,  Nath  &  Rosenthal  in  Chicago  are 
now  able  to  get  into  their  network  from 
their  Web  browser  anywhere  in  the 
world.  Sonnenschein,  which  had  installed 
Citrix  software  to  centralize  applications, 
initially  set  up  a  traditional  VPN  for  its 
globe-trotting  lawyers  and  those  that  like 
to  log  on  at  home.  While  the  system 
worked  well  for  the  company  laptops,  IT 


The  SSL  portion  of  the  remote  access 
market  is  still  small,  but  analysts  expect 
that  it  will  grow  quickly  over  the  next 
several  years. 


they  built  a  traditional  VPN  so  that  a 
group  of  eight  radiologists  could  review 
images  on  their  home  PC.  Initially,  they 
distributed  software  to  the  physicians  to 
download  on  their  PC  but  found  that 
most  of  them  had  their  own  networks 
and  configurations  that  complicated 
the  process.  The  doctors  wanted  IT  staff 
to  come  to  their  home  to  do  the  recon¬ 
figuring,  but  that  created  a  support  bottle¬ 
neck.  “Our  physicians  didn’t  really  like 
this,  and  these  are  smart  people,”  says 
Torre.  “We  are  still  using  this  system,  but 
it  isn’t  a  model  that  we  wanted  to  prolif¬ 
erate  because  of  the  expense  and  lower 
satisfaction.” 

When  Torre  wanted  to  start  a  project 
that  would  provide  remote  access  to  500 
doctors,  he  started  looking  for  an  alterna¬ 
tive.  He  chose  Neoteris  for  its  ease  of  use 
and  its  appropriateness  for  the  health-care 
industry.  Doctors  now  log  in  to  the  Neo¬ 
teris  box  from  a  Web  browser,  using  their 
user  name,  PIN  and  an  additional  code 
number  generated  by  an  RSA  SecurlD. 


staffers  ran  into  more  problems  with 
lawyers  working  at  home  who  lacked  a 
firewall  at  their  residence.  With  Citrix 
Secure  Gateway,  another  SSL  appliance, 
the  lawyers  can  now  gain  access  via  Web 
browser.  According  to  Sonnenschein’s 
CIO,  Andrew  Jurczyk,  the  SSL  system 
costs  about  half  of  what  the  VPN  did. 
The  one  drawback,  he  says,  is  that 
lawyers  occasionally  can’t  get  past  fire¬ 
walls  when  visiting  some  large  corporate 
clients. 

Even  Easier 

If  even  an  SSL  VPN  looks  too  complicated, 
there  are  other  options.  Some  companies, 
for  instance,  may  decide  to  outsource  their 
remote  access  system.  UMB  Bank,  a  multi¬ 
bank  holding  company  in  Kansas  City, 
Mo.,  is  using  an  outsourced  service  from 
Positive  Networks  to  provide  both  VPN 
and  browser-based  remote  access  for 
employees.  Eric  Foster,  UMB’s  director  of 
security,  says  he  chose  an  outsourced  model 
based  on  cost  and  convenience,  and  he 
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LOOKING  FOR  INFORMATION 

about  the  latest  trends  in  security, 
storage,  CRM,  Web  services  and 
other  IT-related  issues?  Want  to  see 
what  your  cohorts  really  think  about 
your  favorite— and  least  favorite- 
vendors  and  products?  That’s  what 
the  folks  behind  ThelnfoPro  are 
hoping. 

The  new  New  York  City-based 
research  company  promises 
"analyst-free"  reports  without 
“spin,  bias  or  intermediation"  on 
key  sectors  of  the  IT  industry. 
According  to  the  company,  its 
reports  offer  everything  from  cov¬ 
erage  of  plan-to-buy  trends  to  lists 
of  involved  vendors  and  other  rele¬ 
vant  issues.  Each  report  is  based 
on  information  collected  from 
interviews  with  executives  at  mem¬ 
ber  companies.  And  every  report 
gets  updated  every  six  months. 

Best  of  all  in  these  cost-cutting 
times,  the  reports  are  free  for 
any  company  that  agrees  to  take 
part  in  the  research.  Dozens  of 
organizations  have  already  signed 
up,  including  BellSouth,  Boeing, 
John  Deere,  Procter  &  Gamble, 

RJ  Reynolds  and  Toyota. 

For  more  information,  visit 
www.theinfopro.net,  call  212  726- 
7117,  or  send  an  e-mail  message 
with  contact  information  and  your 
areas  of  expertise  to  research 
partner@theinfopro.net. 
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PowerStru  ure 


You  no  longer  need  to  design  your  data  center  using  an  outmoded  approach. 


From  IkW  to  5MW,  APC  PowerStruXure™ 
architecture  provides  a  patent-pending, 
systematic  approach  to  building  data  center 
infrastructure  utilizing  standardized,  pre¬ 
assembled  components. 


Lower  Costs 

PowerStruXure's 
scalable,  modular 
design  lets  you 
build  out  your 
capacity  only  as 
it's  required, 
optimizing  your 
CapEx. 
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Equipment  Racks 


Batteries 


UPSs 


The  simplicity  of 
design  lowers 
OpEx  and  lessens 
your  dependency 
on  expensive  service  contracts. 


Traditional  data  centers  are 

built  out  for  future  capacity 
and  require  a  large  amount 
of  floor  space  that  could  be 
otherwise  utilized. 


components  and  a  pay-as-you-grow  approach. 
Modular  system  components  are  easily 
replaceable,  decreasing  repair  times. 

Adapt  to  unexpected  contingencies 

With  PowerStruXure,  there's  no  need  to 
abandon  your  previous  investment  -  whether 

you  need  to 
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PowerStruXure  lets  you  build 
out  capacity  only  as  it's  required. 
Save  up  to  50%  CapEx  and 
20%  OpEx*  and  reclaim  an 
average  of  20%  usable  space. 


physically  move 
your  data  center 
or  adapt  to  tech¬ 
nology  refreshes. 

Vendor-neutral 

Best  of  all, 
you  will  never 
be  boxed  in  by 
proprietary 
solutions. 
PowerStruXure 


Reclaim  space 

PowerStruXure's  rack-optimized  design  lets 
you  reclaim  an  average  20%  of  useable  space 
within  your  installation  that  was  previously 
needed  for  infrastructure  equipment. 

Speed  infrastructure  deployment 

PowerStruXure  dramatically  accelerates  your 
deployment  schedule  with  configure-to-order 
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notes  that  Positive  Networks  has  sent  sup¬ 
port  staff  to  bank  executives’  homes  to  help 
them  get  started. 

CIOs  who  want  to  forgo  all  of  the  has¬ 
sles  involved  with  VPNs  and  even  their 
SSL  alternatives  can  also  consider  screen¬ 
sharing  technology  such  as  GoToMyPC. 
At  Ventana  Medical  Systems,  a  medical 
device  manufacturer  in  Tucson,  Ariz.,  that 
uses  a  VPN  for  corporatewide  connec¬ 
tion  outside  of  the  company,  14  software 
developers  use  GoToMyPC  for  remote 
access.  The  service  allows  the  software 
engineers  to  log  on  to  their  personal  desk¬ 
top  from  anywhere,  using  screen-sharing 
technology  instead  of  networking. 

Seeking  Security 

Some  analysts  call  the  GoToMyPC  model 
a  security  risk  because  it  requires  that  users 
leave  their  PC  running  when  they  are  on 
the  road.  However,  Anthony  King,  direc¬ 
tor  of  software  systems  at  Ventana  Med¬ 
ical  Systems,  says  he  would  recommend 
the  system  to  those  who  want  to  avoid  the 
support  hassles  of  VPNs  but  need  full 
access  to  workstations  when  not  in  the 
office.  King  notes  that  his  IT  department 
was  initially  concerned  about  security 
before  becoming  convinced  that  it  would 
be  difficult  for  someone  on  the  outside  to 
gain  network  access. 

Although  most  companies  will  likely 
opt  for  an  SSL  VPN  rather  than  a  remote 
control  model  such  as  GoToMyPC, 
many — like  Ventana  Medical  Systems — 
will  be  combining  VPNs  and  VPN  alter¬ 
natives  over  the  next  few  years.  When  a 
company  wants  to  connect  a  branch  office 
or  connect  two  networks  together,  the 
classic  VPN  is  still  the  way  to  go.  But  for 
the  growing  hordes  of  employees  demand¬ 
ing  remote  access,  alternatives  may  fit  the 
bill.  Says  Jurczyk  of  Sonnenschein:  “Once 
an  employee  has  been  able  to  travel  with¬ 
out  a  laptop,  they’ll  have  a  hard  time  going 
back.”  BE] 

Susannah  Patton  is  a  former  senior  writer  for  CIO 
now  working  as  a  freelance  writer  in  France. 


UNDER  DEVELOPMENT 

Virtual  Internet 

Weaving  a  Virtual  World 

SRINIDHI VARADARAJAN,  an  assistant  professor  at  Virginia  Tech,  worries  a  lot  about 
tests.  But  Varadarajan  isn’t  fretting  about  blue  book  exams;  he’s  concerned  about  the 
complex  tests  software  developers  need  to  run  on  new  programs.  So  he’s  creating  a  test¬ 
ing  environment  that  closely  mimics  the  real  world  yet  is  easy  to  use. 

Software  developers  currently  face  two  testing  options:  simulation  and  emulation.  Sim¬ 
ulation  provides  realistic  results  but  also  requires  extensive  rewriting  of  the  software,  plus 
there’s  no  guarantee  that  the  test  version  will  function  exactly  like  its  real-world  counter¬ 
part.  Emulation  is  less  realistic,  but  it  saves  time  and  effort  by  allowing  direct  testing  of 
the  actual  software.  Varadarajan’s  new  technology,  which  he  calls  Weaves,  aims  to  com¬ 
bine  the  controllability  of  simulation  with  the  speed  and  accuracy  of  code  emulation. 

Weaves,  says  Varadarajan,  is  a  framework  that  translates  codes  from  any  programming 
language  into  code  modules  to  create  a  highly  accurate  design,  development  and  analysis 
environment.  In  effect,  Weaves  can  thread  together  different  codes,  bindings  and  other 
elements  to  create  a  virtual  world  that  tricks  programs  into  believing  they  are  running  in 
their  actual  intended  environment.  The  environments  can  range  from  something  as  rela¬ 
tively  simple  as  a  Web  browser  to  as  complex  as  a  global  network.  “Even  a  virtual  network 
that's  of  the  scale  and  scope  of  the  Internet,"  says  Varadarajan. 

Weaves  also  provides  automatic  checkpointing  and  recovery.  The  same  reverse  analy¬ 
sis  that  lets  the  code  compiler  translate  any  language  enables  it  to  record  and  save  data 
changes,  letting  developers  go  back  in  time  and  test  their  software  at  an  earlier  stage. 

Weaves’  most  promising  application  may  lie  in  the  testing  of  various  kinds  of  Internet- 
based  software.  “Using  the  Internet  as  a  test  platform  is  not  exactly  the  best  way  to  do 
things,”  Varadarajan  says.  “You  can't  test  a  piece  of  network  software  on  200  million 
computers.  But  with  Weaves  we  can  create  hundreds  of  thousands  of  virtual  machines 
that  make  software  think  it’s  running  on  a  very  large-scale  network.” 

-John  Edwards 
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Creating  IT  Value 

In  today's  tough  economy,  everyone 
from  the  CIO  to  the  chairman  of  the 
board  demands  full  value  from  their 
investments  in  IT.  But  how  do  you 
agree  on  a  definition  of  value?  How  do 
you  communicate  it  throughout  the 
organization?  And  how  do  you  make 
sure  you  deliver  on  it?  We  bring  CIOs 
and  senior  IT  and  business  executives 
together  to  get  real-world  answers. 


You’ll  have  the  opportunity  to: 

■  Meet— and  learn  from— this 
year’s  award  winners 

■  Roll  up  your  sleeves  with  an 
all-new  business/IT  case  study 

■  Explore  new  ideas  from 
thought-provoking  speakers 

■  Network  with  your  peers  at 
the  CIO  Golf  Tournament  and 
Super  Bowl  XXXVII  Party 


For  up-to-the-minute 
agenda  updates  and  to 
register  for  this  event,  visit 
www.cio.com/conferences 
or  call  800  355-0246. 
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SUNDAY,  JANUARY  26 

8:00  AM-1:00  PM 

Golf  Tournament 

3:00  PM-7:00  PM 

Registration  &  Super  Bowl  XXXVII 
Party 

7:00  PM-9:00  PM 

Dessert  Reception  &  Golf  Awards 

MONDAY,  JANUARY  27 

7:00  AM-8:00AM 

Networking  Breakfast 

8:00  AM-8:15  AM 

Welcome 

ABBIE  LUNDBERG 

Editor  in  Chief 
CIO  Magazine 

8:15  AM-8:45  AM 

Opening  Keynote: 

The  Value  Proposition 

GREGOR  BAILAR 

CIO  Enterprise  Value 
Awards  Judge,  and 
Executive  Vice  President 
&  CIO  Capital  One 

How  do  we  determine  “value?”  Direct, 
measurable  financial  ROI  is  only  one  way— 
and  may  not  be  the  most  important  meas¬ 
ure  of  a  new  business  initiative’s  success. 
Bailar  has  served  as  a  judge  for  the  Enter¬ 
prise  Value  Awards  for  the  past  four  years. 
He  was  executive  vice  president  and  CIO 
at  Nasdaq,  and  vice  president  of  advanced 
development  for  global  corporate  banking 
at  Citicorp  N.A.  These  experiences  have 
given  him  broad  insights  into  how  the 
definition  of  value  has  shifted  over  the 
years,  and  if  that  shift  continues  to  be 
reflected  in  this  year’s  winners. 

8:45  AM-10:30  AM 

Case  Study:  Don’t  Just 
Lead,  Govern:  Effective 
IT  Governance 

PETER  WEILL 

Retreat  Moderator  and 
Director,  Center  for 
Information  Systems  Research 
MIT  Sloan  School  of  Management 


IT  governance  is  the  decision  rights  and 
accountability  framework  that  can  ulti¬ 
mately  result  in  maximizingthe  value  of  IT 
throughout  the  enterprise.  Effective  IT 
governance  encourages  and  leverages  the 
ingenuity  of  all  the  people  in  the  organiza¬ 
tion— not  just  the  leaders— while  ensuring 
compliance  with  the  organization’s  overall 
vision  and  goals.  Weill  will  guide  us  through 
a  real-world  case  study,  and  present  findings 
derived  from  a  new  study  of  265  enterprises 
in  23  countries.  Retreat  participants  will 
then  form  small  working  groups  over  lunch 
to  further  analyze  the  case,  and  will  present 
their  own  findings  and  recommendations  to 
the  whole  audience  Tuesday  morning. 

10:30  AM-11:00  AM 

Coffee  Break 

11:00  AM-12:45  PM 

Corporate  Partner  Industry  Briefings 

1:00  PM-3:00  PM 

Lunch  &  Case  Study 
Workgroup  Breakouts 

3:00  PM-3:30  PM 

Break 

3:30  PM-4:15  PM 

Enterprise  Value  Award 
Winner  Presentation: 

U.S.  Securities  & 

Exchange  Commission 
(SEC) 

KENNETH FOGASH 

Acting  Associate 
Executive  Director  &  CIO 

RICHARD  HEROUX 

EDGAR  Program 
Manager 

Moderator:  MADELINE  WEISS 

Enterprise  Value  Review  Board  Member  & 
President,  Weiss  Associates 

The  SEC’s  goal:  automated  quick  and 
accurate  receipt,  processing  and  dissemi¬ 
nation  of  financial  disclosure  information 
filed  with  the  SEC  by  public  companies. 

SEC  executives  share  the  outcome:  their 
Electronic  Data  Gathering,  Analysis  and 
Retrieval  (EDGAR)  system. 


4:15  PM-5:Q0  PM 

Enterprise  Value  Award 
Winner  Presentation: 

Health  Decisions 

RICK  FARRIS 

CTO 

MICHAEL 
ROSENBERG,  M.D. 

President  &  CEO 

Moderator:  SUSAN  CRAMM 

Enterprise  Value  Review 
Board  Member  &  President, 

Valuedance 

Health  Decisions  clinical  and  IT  executives 
offer  lessons  learned  from  their  Clinical 
Trials  Management  System,  and  discuss 
its  potential  impact  on  the  process  of 
evaluating  new  drugs. 

5:00  PM-6:30  PM 
Networking  Reception 

Exchange  views,  best  practices  and 
challenges  with  your  peers  in  a  relaxed 
environment. 

TUESDAY,  JANUARY  28 

7:00  AM-8:00  AM 

Breakfast  &  Informal  Discussion 
Roundtables 

Join  your  peers  and  CIO  magazine  editors 
in  informal  roundtable  discussions  on 
current  technology  and  business  issues. 

8:00  AM-8:15  AM 

Welcome  Back 
PETER  WEILL 

8:15  AM-9:15  AM 
Workgroup  Presentations 

Representatives  from  yesterday’s  case 
study  workgroups  present  theirfindings 
and  recommendations  to  their  peers. 

9:15  AM-10:15  AM 

Managing  the  IT  Portfolio 
PETER  WEILL 

Just  like  any  other  investment  portfolio,  the 
IT  portfolio  must  be  balanced  to  achieve 
alignment  with  the  business  strategy  and 
the  desired  combination  of  short-  and  long¬ 
term  payoff.  Weill  describes  benchmarks  of 
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IT  portfolios,  uses  video  interviews  with 
IT  and  business  executives  from  UPS  to 
illustrate  how  significant  value  is  generated, 
and  shows  how  some  firms  were  able  to 
achieve  up  to  a  40%  premium  return  on 
their  IT  investments. 

10:15  AM-10:45  AM 

Coffee  Break 

10:45  AM-11:30  AM 

Enterprise  Value  Award 
Winner  Presentation: 

University  of  Illinois 
Medical  Center  at 
Chicago 

JOY  KEELER 

Associate  Vice 
Chancellor  &  CIO 

CHARLES  L.  RICE,  M.D. 

Vice  Chancellor  for 
Health  Affairs 

Moderator:  JIM  MCGEE 
Enterprise  Value  Review  Board  Member 
&  Clinical  Professor  of  Technology  and 
Electronic  Commerce,  Kellogg  School 
of  Management 

IT  and  business  executives  discuss  how 
their  Gemini  System  enables  electronic 
health  records  to  replace  all  paper  dealing 
with  patient  care,  integrate  multiple  vendor 
products  into  a  single-user  interface,  and 
provide  ubiquitous  access  (including  Wi-Fi) 
to  caregivers. 

11:30  AM-12:00  PM 

Special  Address 

ROBERTA.  McCORMICK 

Chairman  &  CEO,  SAVVIS 

12:00  PM-12:45  PM 

Corporate  Partner 
Industry  Briefings 

12:45  PM-1:45  PM 

Networking  Lunch 

2:00  PM-2:45  PM 

Enterprise  Value  Award 
Winner  Presentation: 

Con-Way  Transportation 

JACQUELYN 
BARRETTA 

Vice  President, 

Information  Systems 


MICHAEL  KUCINSKI 

Director  of  Linehaul 
Operations 

Moderator:  RICK  PASTORE 

Deputy  Editor,  CIO  Magazine 

Con-Way  IT  and  business 
executives  share  their  experiences  develop¬ 
ing  and  implementing  their  award-winning 
Linehaul  Automation  system,  and  discuss 
the  benefit  to  them,  their  employees  and 
their  customers. 

2:45  PM-3:30  PM 

Enterprise  Value  Award 
Winner  Presentation: 

The  Wharton  School 
of  the  University  of 
Pennsylvania 

gerry  McCartney 

CIO  &  Associate  Dean 

Moderator:  MADELINE  WEISS 

Enterprise  Value  Review  Board  Member  & 
President,  Weiss  Associates 

Academic  and  IT  executives  at  The  Wharton 
School  set  out  to  develop  an  Internet-based 
research  data  service  for  use  by  their  own 
faculty  and  students.  They  discuss  how  the 
resulting  system— Wharton  Research  Data 
Services  (WRDS)— gave  them  a  whole  new 
business  model. 


3:30  PM-4:30  PM 

Closing  Keynote: 
Technology,  Value... 
&  Values 

JARON  LANIER 

Computer  Scientist, 
Artist  &  Author 


Lanier’s  wide-ranging  interests  and  consid¬ 
erable  talents  have  earned  him  recognition 
in  seemingly  disparate  fields,  including 
virtual  reality,  visual  arts,  software  simula¬ 
tions  and  music.  Here,  we  take  advantage 
of  his  reflections  on  technology,  society  and 
humanity:  Technology  has  indeed  gener¬ 
ated  much  value  for  business— but  has  it 
contributed  much  toward  our  values? 


4:30  PM-4:45  PM 

Retreat  Summary  &  Reflection 
PETER  WEILL 


4:45  PM-5:30  PM 

Reception  with  Jaron  Lanier 

7:30  PM-9:30  PM 

Dinner  and  Enterprise  Value  Awards 
Ceremony 

Put  on  your  evening  wear  and  join  your 
peers,  CIO  staff  and  corporate  partners 
as  we  celebrate  the  winners  of  this  year’s 
Enterprise  Value  Awards. 

9:30  PM-11:00  PM 

Post-Awards  Dessert  Reception 
&  Party 

Dance  the  night  away— or  just  mingle  with 
colleagues  old  and  new  as  we  bring  this 
year’s  Retreat  to  a  close. 


The  Enterprise  Value  Awards  Ceremony 
is  proudly  underwritten  by 


The  Network  that  powers  Wall  Streetsm 


Corporate  Partners: 


invensys  ^ 

powerware  cigital 


And  Presented  by 


The  Resource  For 
Information  Executives 
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COVER  STORY  I 
Celanese  ERP  Integration 

By  Scott  Berinato  I  54 

Celanese,  the  $4.5  billion  global 
chemicals  maker,  is  in  the  midst 
of  a  1,000-day  rollup  of  seven 
SAP  systems  into  one.  The  purported 
$60  million  integration  effort  will  pay 
for  itself  in  cost  savings  after  two  years 
and  deliver  new  supply  chain  function¬ 
ality,  including  forecasting.  Instead  of 
tailoring  ERP  software  to  the  business, 
as  in  the  past,  the  business  will  conform 
to  the  software.  Celanese  is  now  finish¬ 
ing  the  blueprint  for  the  integration, 
known  as  OneSAP.  The  technical 
aspects — the  code,  interfaces  and  docu¬ 
mentation — are  easy  compared  with  the 
cultural  aspects.  Celanese  has  tradition¬ 
ally  operated  as  a  holding  company, 
letting  its  five  business  units  run  them¬ 
selves,  engendering  fierce  independence. 
OneSAP  is  meant  to  change  all  of  that — 
to  get  the  five  businesses  sharing  pro¬ 
cesses  and  systems  while  accepting  that 
they  are  accountable  to  Celanese  as  a 
whole.  The  company  plans  to  defuse  the 
cultural  dynamite  by  building  training 
into  the  project’s  design,  communicating 
OneSAP  progress  to  employees  and 
using  CIO  Karl  Wachs  as  a  communica¬ 
tions  bridge  between  the  project  and  the 
board  of  directors. 


“Proposing  this  to  the 
board  was  the  most 
difficult  thing  of  my  life. 

If  this  project  goes  bust, 

I  will  have  serious  issues.” 

-KARL  WACHS,  CIO,  CELANESE 


Inventory  Management  By  Ben  Worthen  I  65 

THE  PAST  10  YEARS  HAVE  NOT  SEEN  MUCH  IMPROVEMENT  in  reducing  inventory 
levels.  Rather  than  being  eliminated,  inventory  has  been  pushed  down  from  manufacturers  to  top- 
tier  suppliers  to  lower-tier  suppliers.  This  is  a  lose-lose  proposition,  and  CIOs  are  looking  to  new 
technologies  that  can  provide  the  information  needed  to  eliminate  inventory  and  drive  out  costs. 
Demand-planning  software  digs  out  the  information  buried  in  a  company’s  databases  and  turns  it 
into  reports  on  sales  trends.  Cashman  Equipment,  a  $250  million  Las  Vegas-based  Caterpillar 
dealership,  used  a  $12,000  demand-planning  package  to  achieve  an  $8  million  reduction  in 
inventory  in  the  first  month  of  operation.  Supply  chain  visibility  software  and  replenishment 
planning  software  have  also  paid  off  for  companies.  Smaller,  more  focused  inventory  management 
applications  are  generally  working  better  and  faster  than  big  scope  implementations. 


Collaboration:  Developing  Trust  By  Lauren  Gibbons  Paul  I  74 

THE  POTENTIAL  BENEFITS  OF  ELECTRONIC  COLLABORATION— be  it  integrating  sup 
ply  chains,  product  development  or  even  business  processes — are  huge.  The  technologies  exist  to 
make  collaboration  virtually  seamless,  but  lack  of  trust  remains  the  key  barrier  (information  that’s 
shared  could  be  used  against  a  partner  or  find  its  way  to  a  competitor).  Companies  such  as  Boeing, 
Partners  HealthCare  System  and  Spalding  are  grappling  with  the  trust  factor.  Some  techniques  they 
are  trying  include  starting  small,  such  as  synchronizing  one  type  of  sales  data.  Other  trust  builders: 
Pick  a  project  that  is  likely  to  provide  a  quick  ROI  for  both  sides.  Make  the  companies’  counterparts 
meet  in  person.  Acknowledge  up-front  that  some  proprietary  information  will  not  be  part  of  the 
exchange.  And  demonstrate  that  the  collaboration  initiative  will  benefit  everyone. 


CIOs  on  Boards  of  Directors  By  Meridith  Levinson  I  84 

AT  A  TIME  WHEN  BIG  BUSINESS  needs  to  restore  investors’  confidence  and  strengthen  the 
oversight  role  of  boards  of  directors,  CIOs  are  being  seen  as  an  untapped  pool  of  talent  to  serve. 
Companies  that  have  appointed  current  and  former  CIOs  cite  their  expertise  in  designing  and  imple¬ 
menting  financial  systems — a  boon  to  boards  struggling  to  comply  with  new  reporting  regulations. 

But  serving  on  a  board  carries  increased  responsibility  and  risk.  Board  members  must  spurn  the  “it 
can’t  happen  here”  attitude,  be  alert  to  the  slightest  signs  of  fraud  and  understand  the  potential  for 
conflicts  of  interest.  Controversies  can  threaten  personal  reputations,  and  board  member  CIOs  risk 
shareholder  lawsuits.  Despite  those  pressures,  CIOs  should  step  up  and  be  part  of  the  solution  for 
today’s  corporate  boards. 


Economic  Value  Added  By  John  Berry  I  94 

EVA  IS  AN  ROI  METHODOLOGY  that  equals  net  operating  profit  after  taxes  minus  the  cost  of 
capital  charges.  When  managers  spend  capital,  they  have  to  pay  for  it,  typically  at  an  extra  interest 
rate  of  8  percent  to  16  percent  of  the  total.  EVA  accounts  for  that  charge  and  deducts  the  capital  and 
its  cost  from  the  net  profit  after  taxes.  The  answer  represents  an  increase — or  decrease — in  share¬ 
holder  value  arising  from  the  investment.  By  deducting  the  cost  of  capital  from  the  payoff,  EVA  low¬ 
ers  the  expected  returns  and  injects  some  sobriety  into  investment  discussions.  CFOs  love  it.  Even  if 
the  initial  calculation  comes  out  negative,  all  is  not  lost  because  calculations  further  along  the  time 
line  can  show  a  positive  trend  and  help  win  the  green  light  for  a  project.  Companies  using  EVA  for  IT 
investment  analysis  still  face  the  difficult  task  of  isolating  and  quantifying  specific  benefits  and  profits 
to  the  system.  Unfortunately,  EVA  can’t  help  with  that. 
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Every  customer  is  an  investment.  But  are  you  investing  wisely? 
mySAP™  CRM,  the  only  open  and  integrated  CRM  solution,  makes 
valuable  customer  data  available  to  your  entire  organization.  In  real 
time.  So  the  back  office  knows  what  the  front  office  knows,  which 
makes  it  easier  to  give  customers  w'hat  they  need.  A  lot  more  efficiently. 
And  for  a  lot  less  money.  Visit  sap.com  or  call  800  880  1727  to  find  out 
more  about  mySAP  CRM. 
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